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ROUND TABLE CONFERENCES 
THE RISE OF MONOPOLY IN THE UNITED STATES 


Assorr Payson Usuer, Chairman 


Cuester W. Wricut.—In this discussion the term “trust” is used in the 
broad sense regardless of the form of organization adopted. The period cov- 
ered is down to 1898, at which date the movement is greatly accelerated and 
new aspects develop, so that the conclusions here stated relative to the earlier 
movement are not necessarily applicable to that of subsequent years. 

My method of procedure was inductive in character. I first made a list of 
the trusts formed within the period and then attempted to analyze their 
causes for growth and their sources of power. In view of the lack of adequate 
information it must be frankly admitted that the conclusions arrived at on 
this point are of a highly impressionistic character. The final step was to trace 
in the general economic development of the United States the changes tending 
to create conditions favorable to those causes of growth and sources of power 
which the previous analysis had indicated as most important. 

By a cause for growth I mean a condition or influence impelling towards 
combination; by a source of power, a factor giving a combination an ad- 
vantage over actual or potential rivals tending to build up and to maintain 
its monopolistic power. The same factor may appear in both categories; but 
this is not always the case, hence the differentiation. 

In a broad sense there was but one important and impelling cause for the 
growth of trusts—the desire for greater profits. Other motives, such as the 
desire for personal prestige or leadership, were relatively insignificant. There 
are three main methods by which profits can be increased through forming a 
trust: (1) by checking the abnormal competition that is reducing profits be- 
low a fair return obtainable in an industry on the average under normal com- 
petition; (2) by reducing costs through securing any advantages of large- 
scale production and eliminating wastes of competition; (3) by raising prices 
through trust control above the level yielding a fair return so as to secure a 
monopoly profit. These distinctions are difficult to apply in any concrete case, 
jsince they merge at an indeterminable point; yet they are useful for our 
purposes. 

My analysis leads to the conclusion—hardly novel—that by far the strong- 
est impelling motive leading to the formation of trusts at this period was 
the desire to check the heavy losses of potential profits resulting from an 
intensity of competition which at times threatened ruin to whole industries. 
The hope of also securing a monopoly profit was doubtless generally present, 
but was less important as an original and impelling impetus to action. Least 
influential of all was the expectation of reducing costs. The basis for my 
conclusions can only be summarized. In a large proportion of the industries 
where trusts were organized we have evidence of extreme competition and 
in most cases where more detailed evidence is available it is clear that the 


‘T omit the motive of promoters’ profits as unimportant before 1898. 
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main concern was to check this competition. The large proportion of trusts 
formed which adopted a loose type of organization, such as the pool, rather 
than the consolidated type, indicates that reduction of costs was not the 
dominant objective. The pool’s chief purpose is to check price cutting, and 
its potentialities for reducing costs} though varying with the form of agree. 
ment, are relatively limited and largely confined to reducing certain wastes 
of competition. Even among consolidations, many acquired inefficient plants 


and clearly relied more on buying out competitors or killing them off by Th 
resort to unfair methods of competition than on driving them out by lower basec 
prices based on lower costs. pansi 
Far more important than the motives leading to the formation of trusts scale 
are the sources of power of the trusts or the conditions which enabled those impet 
desiring to form a trust to build up and maintain monopolistic power; for broug 
without such power the movement would have slight social significance. periei 
As a source of power, reduction of costs through obtaining the advantages per c 
of large-scale production and saving the wastes of competition does not ap-[ the r: 
pear to have been of marked importance in most cases at this period. The fm tive | 
loose type of organization limited such potential advantage in most trusts, Plant. 
Among consolidations, while the savings of the wastes of competition would size « 
increase up to the point of absolute monopoly, this point was rarely attained; hypot 
and it is doubtful if there were half-a-dozen instances—perhaps none—wher fm duced 
the advantages of large-scale production continued up to the point wheref™ of th 
one concern could supply the whole market. Additional evidence is found inf the c 
the weakness of so many trusts while the strength of others can best be ex- i great 
plained on the basis of their possessing other sources of power. It should effect 
be added, however, that in a secondary manner the growing scale of pro- Ot! 
duction did in various ways further the , rowth of trusts. devel 
Among the other sources of power—the one which my analysis suggests Tespo 
as by far the most important—was the use of so-called “unfair” methods off ¢ral y 
competition, especially where backed by large resources. It was not only The a 
very common but, even when combined with other sources of power, it was trusts 
usually the chief element of strength. Probably next in rank was the posses- Patent 
sion of patent rights—of fairly frequent occurrence, though seldom them under 
main source of power. Next might be placed control of a natural resourcef™ inal t 
and then railroad discriminations, each a dominant source of power in onlygm gener: 
a few cases. Still less important was the check on foreign competition pro-m far as 
vided by an overprotective tariff. Finally there was a group of trusts not er- vided 
joying any appreciable and special source of power other than a common domin; 
desire to act together to check competition. opmen 
The preceding analysis stresses the predominant importance of the grow- ferocit 
ing ferocity of competition. The underlying economic developments chiefly world 
responsible for this are: (1) the spread of the railroad system combined with Jou 
the rate-making policies of the period; (2) the growing scale of production It has 
For this period, at least, the latter has, if anything, been overemphasized andy ™ost « 
the former too generally neglected. age. 
The years between about 1850 and 1885 mark the period during which the In tl 
introduction of railroads exerted the most revolutionary influences upon they "ry d 
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economic order in this country. Except for the Atlantic coast region prac- 
tically the whole country secured the main outlines of its railroad system 
during this period. In the seventies came the ferocious rate wars, rebating, 
and the adoption of a rate-making policy which stressed cutting rates to get 
traffic. Much the most rapid reduction in freight rates in the country’s history 
occurred between about 1870 and 1885. The effects of these two developments 
on the intensification of competition are obvious. 

The growing scale of production and size of the business unit were chiefly 
based on technological advance introducing machine methods, and the ex- 
pansion of the market. Up to 1850, if not 1860, the introduction of large- 
scale factory methods of production had proceeded rather slowly. A marked 
impetus came from the Civil War. Then the two decades from 1870 to 1890 
brought the most rapid rate of growth in manufacturing the country has ex- 
perienced since census figures are available. The growth of population and 
per capita income provided a growing market, expanded geographically by 
the railroad developments. The railroad rate policy favoring highly competi- 
tive localities stimulated concentration of production. But, though individual 
plants were growing rapidly in size, the great and general expansion in the 
size of the business unit came after 1897. I would suggest as a tentative 
hypothesis that up to the latter eighties the domestic market for goods pro- 
duced in most localities was generally expanding more rapidly than the size 
of the business unit, but that thereafter the reverse was more frequently 
the case; and that herein lies one reason for the accelerated growth and 
greater strength of the trusts in the subsequent period, despite the increased 
effectiveness of governmental opposition. 

Other developments of minor significance can be briefly listed. The over- 
development of certain industries during the Civil War was immediately 
responsible for several of the early pools. The downward trend in the gen- 
eral price level from 1865 to 1896 accentuated the severity of competition. 
The acceptance of the policy of high protection was advantageous for some 
trusts. The great activity in invention increased the number of cases where 
patent rights were a source of more or less power, though also at times 
undermining a source of power. Until declared illegal the device of the orig- 
inal trust form of organization was a facilitating factor. The changes in 
general incorporation laws started by New Jersey in 1888 were similar so 
far as the holding company is concerned, while the opportunities thus pro- 
vided for promoters’ profits were only significant after 1897. Until then the 
dominant factor underlying the trust movement was a combination of devel- 
opments tending to produce in the last quarter of the nineteenth century a 
ferocity of competition more widespread and cutthroat in character than the 
world has ever witnessed either before or since. 

Joun Ise.—Monopoly has plagued mankind for some thousands of years. 
It has existed in various forms at different times, and in many forms at al- 
most all times; and in varying degrees has oppressed the people of every 
age. 

In the ancient world, monopoly dominated the economic life to an extraordi- 
nary degree—state monopolies, and occasional privileged monopolies, usually : 
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under complete domination by the state. The Pharaohs of ancient Egypt, and 
the Thinite monarchy as well, practically owned all of the land and mines, 
exploited the mines and carried on at least some of the trade, as state monop- 
olies. The Phoenicians, too, are said to have carried on their trade through 
royal and privileged companies, somewhat as the English and French did 
in the late medieval period. 

In early Greek history, we find a very different situation. Rugged in- 
dividualists as they were, the Athenians enjoyed a far more democratic eco- 
nomic life, than the other earlier states, and they doubtless suffered far less 
from state or other monopoly. Large-scale establishments with slaves were 
a rare exception. In all history such establishments appear to a considerable 


extent only where there is an absolute monopoly of the branch of production 
concerned. 
The market places in early Athens, where vegetables, fruit, cheese, fish, 


poultry, and game were sold, were generally simple affairs, and monopoly 
was probably difficult to secure. The corn trade, extremely important to a 


people dependent on imports, was regulated very closely. There were special 
magistrates in the control of the market. The sitophylakes saw that grain 


was sold at current prices, that millers sold flour and bakers bread at a rate 
proportionate to this, and that bread had a standard weight. Death was the 
common penalty for attempts to monopolize the market. 

In the early history of Rome, there was a fairly democratic economic or- 
ganization, in spite of the great privileged companies engaged in mining; 
and trade was reasonably free. Markets were held in the city every nine 
days; and the trade carried on with neighboring states was concentrated in 
the periodical great fairs. In the later Republic there was a growing domina- 
tion of economic life by the state. Tenney Frank states that at the end of 
the Republic “the forces that worked in favor of large-scale and monopolis- 
tic production differed but little from those of a similar tendency today.” 

In the middle ages, as before, the industrial world was dominated by 
privilege and monopoly; but that privilege and monopoly was no longer 
imposed by a great despotic state, but usually by smaller units. Monasteries, 
lords, and military orders controlled most of the commerce and industry, 
and almost all of the land; and craft and merchant gilds grew up which 
limited economic freedom still further. The attention given to engrossing, 
regrating, and forestalling in medieval legislation indicates that those offenses 
must have been rather common. 

The craft gilds took a considerable toll of the medieval consumers’ dol- 
lar. As Weber says, ‘Externally, the policy of the gild was purely monop- 
olistic.” It usually undertook the policing of the industry in matters affect- 
ing the craft, and so controlled the technique and procedure; it tried to 
achieve compulsory membership; and in many places—conspicuously in Ger 
many— it succeeded in establishing a gild district; that is, monopoly in 4 
certain territory. 

It is impossible here to discuss the various privileged companies of the 
later medieval and mercantilist period. In France, the state granted a great 
many exclusive privileges to private domestic enterprises; in England, ac- 
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cording to Levy, there was scarcely a commodity which was not the object 
of a monopoly. Many of the English monopolies were held by joint stock 
trading companies, controlling trade with various parts of the world. 

The first colonies in America were planted by noble proprietors or privi- 
leged companies ; but from the first the colonists were generally hostile 
to monopolies, and granted monopoly privileges only where the public utility 
aspects of the situation clearly warranted such action. Such monopoly as 
existed in the early history of this country was, for the most part, of a 
very different character—or perhaps it should be termed lack of competi- 
tion rather than monopoly. 

From a study of an isolated pioneer community in central Kansas, I was 
driven to the conclusion that those people probably suffered more from 
monopoly—or from lack of competition—than is generally supposed. In 
the first few years of that community, there was only one store within 
a radius of sixty miles, and this store afforded the only market for the set- 
tlers’ products, and the only source of practically all goods purchased. 
The proprietor retired with a fortune in about ten years. When the railroad 
came, a town sprang up, but much of the business was monopolized as 
before. The first bank soon failed—for the benefit of one of the officers— 
but the next bank had a near monopoly for twenty years, lending money to 
farmers at a high rate of interest, and discounting lightning rod and pack 
peddler notes at rates even higher, in addition to regular banking business. 
It proved highly profitable. The grain elevator which came with the build- 
ing of the railroad monopolized the grain market for years, and one cattle 
buyer bought most of the cattle that were shipped out of town. Farmers occa- 
sionally hauled grain twenty miles, or even more, to get to another railroad, 
and into a somewhat competitive market. When a flour mill was built, it 
afforded a competitive market for only a small amount of grain, and for 
a small number of cattle each year. When the first lord proprietor of the 
community retired, a lumber yard was established, at which the farmers 
bought lumber for their new houses and barns at such monopoly prices 
that the lumberman was within a few years the wealthiest man in the com- 
munity. When a threat of competition appeared, he built a second yard across 
the street to preserve his control of the market. A line creamery was built 
and soon there was complaint of falling prices paid for cream—with what 
justice I was unable to learn. In retail stores there was competition, but of 
course it was sluggish. 

Thus we see that for most of our present forms of monopoly we have 
historical precedent—perhaps running back to antiquity. We have no fed- 
eral fiscal monopolies, but in such monopolies as the steel corporation, and 
doubtless other capitalist monopolies, we have something similar to the 
privileged monopolies of late medieval times—recognized, if not definitely 
approved, by the state. Labor monopolies have much that was common to the 
gilds of Greek, Roman, and medieval times. Today banking and finance are 
often closely associated with monopoly just as in Roman and medieval times, 
especially in medieval Italy. 

It is the thesis of this paper that monopoly is a very old disease; that it 
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has flourished in different forms almost everywhere and at all times. Vari- 
ous considerations indicate that monopoly was almost always a very heavy 
burden, even down into the nineteenth century. The monopolies that ex- 
ploited the people a generation or two ago, took money that had a high 
marginal utility. We are so rich—or perhaps I should say, we have been 
so rich, and soon will be so again—that we can afford to pay monopoly prices 
without great suffering. This is doubtless an important reason for the extraor- 
dinary apathy of the people toward monopoly during the past decade or two, 

I trust that nothing in this paper will seem to suggest a policy of ignor- 
ing or condoning the practices of the great capitalistic combinations, or a 
let-up in our efforts to get them under control. There is some reason to believe 
that it may be easier to control them finally, than to secure relief from local 
monopoly conditions in large cities. These larger concerns, by their very 
size, are somewhat in the open, and may easily be made more so. When they 
attain a considerable element of monopoly power, they will lose much of 
the vitality that competition is supposed to insure; and, as the socialists 
suggest, may even finally be taken over by the government. The larger they 
become, and the greater their monopoly power, the more easily this may 
be done, and the less will be the loss in efficiency involved. Perhaps we may 
have to admit that, in the long view, the era of modified competition was 
a brief and exceptional era in human history, and admit the inevitability of 
further monopoly in the system which is destined to follow competitive capi- 
talism. 

A. Berctunp.—Present-day industrial technique is characterized by what 
is called large-scale production, or large output by single units or ownership 
organizations. It is true that the large producing unit has not yet appeared 
in several important branches of industry. 

Large-scale production and monopoly production are not synonymous 
terms. Large producing units may compete as well as small units. When 
large business organizations are so formed as to eliminate competition locally, 
this elimination by virtue of rapid and cheap transportation is often offset 
by rivalry from similar organizations in more remote regions. It cannot be 
said, therefore, that the development of large-scale production has thus far 
sounded the death-knell of competition as a regulative factor in business and 
in the adjustment of market prices. 

In certain instances the very nature of the product or services rendered 
practically precludes any real competition. Two or more competing telephone 
companies, for example, would be something of a nuisance rather than a 
service to patrons. What are called public utilities, especially where they 
serve local communities, are generally monopolies. Such monopolies are rec- 
ognized at law, and charges for the services they render are fixed, at least in 
theory, by governmental authority. In the railroad business, where a con- 
siderable measure of competition still exists, rates do not reflect the ups and 
downs of trade as do ordinary commodity prices where commercial rivalry is 
relatively free. 

In addition to these instances and others that might be mentioned, ques- 
tions are being raised as to the possibility of maintaining competition as the 
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sole or principal regulating factor in the fixing of price levels in industries 
to which our anti-trust laws apply. 

It has been said that men compete in order to destroy competitors. Com- 
petition, according to this view, is a scramble for monopoly power. Let com- 
petition have full sway and the result will be one sole survivor—a monopolist. 
This contention is not entirely true, if the competing units are many and the 
fields open on practically the same terms to all. The attainment and main- 
tenance of monopoly power for most industries is conditioned upon the control 
of some strategic or crucial step in the productive process like exclusive own- 
ership of the sources of raw material, possession of patent rights, control of 
transportation or special transportation favors by common carriers. The 
preservation of competition is largely a matter of preventing any control of 
the kind indicated. 

Over a considerable, and apparently increasing, part of our industrial 
domain forces are at work making monopoly control in some form practically 
inevitable. These forces are especially noticeable when large-scale production 
limits the number of producers who can supply the country’s demand to but 
a few, and when the capital invested in such production takes fixed and highly 
specialized forms. How far these forces have operated to create and maintain 
monopolies in the United States is difficult to estimate. 

A good illustration of an industry whose technique calls for a high degree 
of concentration is the manufacture of what is called tonnage steel; i.e., steel 
produced in large amounts and used in the making of plates and sheets, 
rails, structural shapes, pipes and tubings, and the like. It is good economy 
for the producer to control his supply of iron ore and metallurgical coal and 
manufacture his own pig iron. 

The showing with reference to the economies brought about by a vertical 
combination of successive stages in production does not tell the whole story 
of the effectiveness of very large producing units. Most tonnage steel is what 
is called soft steel—steel of low carbon content and with little but generally 
some alloy metal. The demand for this steel, however, has generally been 
such that the producer would provide a product of varying degrees of softness 
and hardness according to the uses to be subserved and the differences in the 
shapes to be assumed. Production is thus facilitated by separate furnaces and 
rolling mills. The growing demand, too, in late years for certain alloy steels, 
particularly in the manufacture of automobiles and certain kinds of heavy 
machinery, is leading to a further elaboration in both vertical and horizontal 
directions. 

The manufacture of tonnage steel, therefore, is an industry in which 
eficient production involves concentration in a very limited number of con- 
cerns or corporations. The annual output of heavy standard steel rails in the 
United States (including the exported product) under normal conditions is 
from two and a half to three million tons. The great bulk of this tonnage is 
furnished by the plants of three or four companies. 

It has been said that two or three large producers can compete as vigorously 
as a hundred small producers. In a sense this is true. But competition, if it is 
real and has any material influence on price levels, will almost inevitably act 
differently in the two cases. 
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Reverting again to the steel business, let us note what has happened during condi 


the past thirty years, or since this industry came under the control of a feyfm "°' 2 
large corporations or consolidations, The outstanding producer in this field, cisel} 
of course, is the United States Steel Corporation. If one were asked whethe; front 
or not this organization exercises monopoly control over the output of any Hi: 
one or more of the leading groups of steel products, he would have to answer and | 
that in a technical sense it had no such control. There is little or no evidene indus 
of the resort to unfair competitive methods looking toward the elimination o} firms 
rivals. Neither has there been any marked disposition, either on its om hund 
initiative or in conjunction with independents, to raise prices unduly. Whethe bank 
or not steel prices are too high is a matter of opinion, but many persons ac. incon 
quainted with the steel business characterize the price policy of the corpors- conts 
tion as a moderate one. Nevertheless, an examination of steel prices show P°' ‘ 
that since the organization of this corporation some quotations have been conti 
pegged at certain figures for long periods—in one case for several years ata Pr 
time—irrespective of the fluctuations of trade. Whether such pegging was olies 
made possible by virtue of the size of the corporation in an effort to stabilize not 
prices in which independents on their own initiative joined or by some joint im &°'° 


action with one or more of the larger independents is not known. In either 2°" 
case some control was exercised. This, of course, is not saying that the policy fm 
of price stabilization has been harmful to the public. In fact much may be fm °88T 


said in favor of such stabilization. However, a stabilized price is not strictly TI 
speaking a competitive price. tara. 
Closely connected with an industrial technique which in some lines of pro- The 
duction makes for a high degree of concentrated control is the importance Hj **3" 
of capital in fixed and highly specialized forms. the 


In some branches of manufacture the care and upkeep of idle equipment Hm "°°¢ 


is nearly as costly as the maintenance of the same equipment steadily en- orde 
ployed, to say nothing of interest charges on the investment involved. In cer- r 
tain metallurgical industries the spasmodic or intermittent use of furnaces by : 
is much more costly than their constant use. Powerful pressure from the very fm ‘°™ 
nature of such industries is thus brought to bear upon producers to secure New 
some measure of stabilization. desi: 

Price stabilization is sought not necessarily in the interest of high selling cont 
values or what is called monopoly prices, but for the purpose of limiting those wh 
fluctuations in demand that often result from market uncertainty. A business onde 
organization with a large capital outlay, a great part of which is in fixed and 0 
highly specialized forms, has reason to fear a price demoralization wherein ew 
the costs per unit of output tend to mount rapidly at the very time that market <i 
conditions force prices downwards. Price stabilization, however, can only be a 
brought about when a single organization controls a large enough proportion $id 
of a country’s output to influence independents to adopt its price policy or — 
act in unison with other organizations so as to establish some kind of market a 
control. This in a sense means monopoly but it is monopoly which arises out 9 
of much of our present-day technique. I 

In many fields great industrial organizations are appearing whose price ae 


policies are only to a limited degree, if at all, affected by ordinary competitive 
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conditions. Grover Cleveland’s famous aphorism, “A condition confronts us, 
not a theory,” may well be applied to this situation. Or to state it more pre- 
cisely: over an important part of our industrial organization a condition con- 
fronts the nation to which a past theory does not apply. 

Harry W. Lawwter.—The valuable papers by Professors Wright, Ise, 
and Berglund re-emphasize the great importance of monopoly trends in the 
industries of the United States. From 1919 to 1928, over seven thousand 
firms were merged or acquired in mining and manufacturing alone. Two 
hundred corporations controlled in early 1930 nearly one-half of all non- 
banking corporate wealth in the country, and received 43 per cent of the 
income of non-banking corporations. If the trend of the last twenty years 
continues, by 1950, these two hundred corporations will control about 70 
per cent of all corporate activity, while if concentration continues they will 
control about 85 per cent of the non-financial corporate wealth. 


“7 Professor Ise has cited a surprisingly long list of governmental monop- 
am olies. Most of the monopolies of the past ages, unfortunately, were run 
‘ilize fe BOt in the interest of society at large, but in the interest of a king or a small 
joint me governing group who dominated the political machinery of the country, The 
ither fe government monopoly of the future, if it is to solve the problems of pres- 
olicr fm ent-day industry, must have as its object the welfare of society, not th 
y be fae 2ggrandizement of the political group. 

ictly The days of free competition in many industries are over, never to re- 


turn. Free competition was merely a passing phase of our industrial systew 
The growth of large-scale production and quasi-monopoly has weakened the 
arguments formerly used against an advance to public monopoly and makes 
the transfer from private to public ownership less difficult. It is merely 
necessary to socialize one, two, or three corporations in a given field, in 
order to control the greater portion of the industry. 

The modern government monopoly, too, is showing a flexibility not shown 
by monopolies in the past. Instead of departments of government, they are 
coming to be public corporations of the type of the Port Authority of 
New York, semi-autonomous in their nature and removed from certain un- 
desirable restrictions of political leaders. If to this corporate structure 


Ling could be added a functional control which gave adequate representation 
those fa °° all parties at interest, an efficiency combined with democracy of a high 
ieee order might be expected in the commensurate future. 

1 and Our great industries are industries involving mass production. If the 
erein EE Products they are able to produce are to be consumed, they must be pur- 
arket chased by the masses. But, with our present-day control of industry, there 
ae has been a growing lag between our power to produce and the power of 
ies the masses to consume. If a balance is to be made between our productive 
“— machinery and our power of consumption, increasing numbers of thinkers 
arket 2 USist that we must change our methods of industrial control and introduce 


planning on a national scale. The important power of planning cannot be 
left to private monopoly intent on private profit. 

If these contentions are substantially correct, does it not present to econ- 
omists a great challenge; a challenge to do their part not in seeking to re- 
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store the planless competitive system of the past, but to place our indus. plete 
trial structure under such social control that our increasingly complex ma- J jp so: 
chinery of production and distribution will bring security, eliminate poverty MM ;, nex 
and useless luxury, and bring about the full utilization of the resources of be im 
the country for the common good. differ 

VanpvervEER Custis.—Much has been said at this session about the prob- appli 
lem of monopoly; but in considering it we should not forget that there is gifict 
also a serious problem of competition. Such competition as can exist prof mean 
vides very inadequately in many fields of industry for the adjustment of Fr. 
production to demand. In many cases it involves losses from the point of MM make: 
view of society as serious as those that result from monopoly, at least when MM be sh: 


monopoly is subject to even a moderate degree of public regulation. Ob 

While a study of production and prices under assumed conditions of per- M <tabil 
fect competition is both legitimate and useful, we should recognize that we Un 
never have conditions of perfect competition. Such conditions include among HH scale 
other things a large, if not an infinite, number of competitors; but in many units, 
fields of industry economy in production results in a small number, with Hi 9 pe 
a large share for each in the total supply. Where the number is large the a dvyar 


action of a typical concern can have but little effect on the price. Where }Jast 
it is small, the action of a typical concern, if not offset by that of the others, HM aaijy 
can have an appreciable effect on the price. Under such circumstances an 4 +, 5 
understanding, not necessarily in the sense of an agreement, but merely in Th 
the sense that each has a knowledge of the situation and an appreciation of by th 
its significance, may put some restraint on competition. From one point of 


view this is a problem of monopoly, but it arises out of the imperfect char- sh 
acter of such competition as is practicable. enti 

It has been said that pooling does not bring about economy in produc @ yond 
tion; but marketing is a part of production, and while pooling has doubt- @ 1+, 
less been undertaken primarily as a means of restraining competition, it @ _ .., 
may bring about significant reductions in the cost of marketing. sles 


One of the chief reasons for the inadequacy of competition as a regulator Bu 
of production lies in the importance of fixed costs. This is conspicuous in 


the case of steel, as has been pointed out by Professor Berglund. It is it 
conspicuous in the case of oil; and it is worth noticing that two of the states wate 
that have been most opposed to trusts have resorted to martial law to re- heat 
strict the production of petroleum. It is not so generally recognized that @ ...., 
in the case of agriculture some of the most serious problems arise out of a i 


competition in the presence of fixed costs; though it is clear enough that 
something is wrong. The farmer’s land represents to him a fixed cost. So 
do most of his improvements and much of his equipment. The government 
has tried to encourage him to restrict production, but the individual’s share 
in the total output is so small that if he were to restrict his production 
he would increase his unit cost, but have practically no effect on the price. 
This problem is distinctly one of competition, and recent governmental at- 
tempts to deal with it have really been attempts to introduce into the situation 
an important element of monopoly. 

Frank recognition of the evils of competition does not imply that com- 


{ 
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plete monopoly is the only alternative. There are degrees of monopoly, and 
in some cases a very moderate restriction of competition may be all that 
is needed. How much competition should we have? What limitations should 
be imposed upon it or upon monopoly? The answers to these questions will 
differ from industry to industry and no single or simple formula can be 
applied. It need not be denied that the presence of monopoly gives rise to 
dificult problems of regulation, but the inadequacies of competition as a 
means of regulation should be more generally recognized than they are. 

Francis Tyson.—May I point out that the emphasis Professor Berglund 
makes in his pertinent illustrative material from the steel industry needs to 
be shifted somewhat in the light of amazing recent changes? 

Obviously, the tendencies making for price control had not operated to 
stabilize the industry so far as control of production was concerned. 

Until the depression, reduction of costs by virtue of integration and large- 
scale production was not a relevant issue, as compared with nonexistent small 
units, as the battle was one of giants. Six or eight companies produce over 
90 per cent of the steel ingot tonnage in a good year. They enjoy similar 
advantages and include the new low cost National Steel Corporation (the new 
blast furnaces of the industry, for instance, produce not 600 to 700 tons 
daily, but 1000 to 1200, and cost, with equipment, not 2 million dollars, but 
4 to 5 million dollars a unit). 

The real problem is that of uncontrolled large-scale competition, sustained 
by the expenditure by the Corporation of some 110 million dollars on steel 
ingot capacity at South Chicago and Gary, and about 70 millions at Lacka- 
wanna, and Sparrow’s Point by the Bethlehem, 1928-30. The problem of 
controlling new investment and relating capacity to rate of increase of de- 
mand was still awaiting solution (with the depression, of course, came ad- 
vantages to small steel producing units, because of the collapse of scrap price 
—scrap is new in acid open hearth steel making—as compared with the con- 
tinuous pig iron process of the big units). 

But the great problem of the industry is still that of excessive, unused 
capacity, the pressure of fixed charges, and depreciation costs. If depression 
continues, there will be strong pressure toward lowered prices, and even 
toward liquidation and reorganization in some important sections of the in- 
dustry. Failure of price understanding to bring production control would 
seem to make some such approach to national organization for the industry, 
as suggested by the Swope plan, pertinent indeed! 
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THE RECORD OF INSURANCE DURING THE DEPRESSION 


Frank G. Dickinson, Chairman 


In opening this session greetings were extended by Mr. Hardcastle, vice- 
president of the Union Central Life Insurance Company, in whose library 
the meeting was held. Four papers were read and were discussed. The fol- 
lowing report presents an abstract of the material and ideas that were set 
forth. 

Davin McCaunan.—-Strange as it may seem, the general health conditions 
of life insurance policy holders have improved during the depression, It 
is interesting to note that the death rates per 100,000 for ordinary and in- 
dustrial business, as indicated in a recent address of Dr. Augustus S. Knight, 
before the Twenty-sixth Annual Convention of the Association of Life In- 
surance Presidents, were lower for the first ten months of the year 1932 
than for a similar period in any of the preceding ten years. Moreover, the 
average for the last three years is better than for any one of the eight years 
preceding 1930 with the exception of 1927. It is significant, however, that 
this record is very largely due to the inclusion of industrial business, If 
ordinary business be taken by itself, the death rate for the first ten months 
of 1932 was higher than for any of the preceding ten years, except 1929, 
and the average for the three years of the depression was substantially higher 
than for any of the eight years preceding 1929. 

Another important influence upon the mortality ratios of ordinary com- 
panies has been the “Jumbo” policies. The mortality under policies of a large 
size has been very much higher than under smaller policies and weekly pre- 
mium forms. 

The disability problem antedates our present economic troubles. As we 
all know, the disability situation was quite unsatisfactory even during the 
prosperous years preceding the crash of 1929, one authority having esti- 
mated about two years ago “that the ultimate losses of life companies from 
the disability experiment will run somewhere between $100,000,000 and 
$250,000,000.” The report of the Special Committee to the National Con- 
vention of Insurance Commissioners was submitted in September, 1929, and 
the uniform clause became effective on July 1, 1930. But the correction had 
not been made sufficiently soon, so starting in the fall of 1931, many com- 
panies restricted the coverage offered to waiver of premium, and withdrew 
entirely from the field of income disability underwriting, their exit being so 
hurried that it assumed the nature of a stampede. Others have substantially 
modified their clauses and increased their rates. The important modifications 
have been extension of the waiting period to six months, lowering of the 
age before which disability must occur to fifty-five, and reduction of benefits 
to waiver of premium and five dollars monthly income per $1000 of face. 
Underwriting rules have, of course, been tightened and the maximum amount 
of protection available to the prospect has been materially reduced. 

There has been a disposition on the part of some to believe that we may 
be entering into an era such as from 1874 to 1885. Throughout that twelve 
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year period the volume of insurance in force for all companies reporting 
in New York was lower than in 1873. In fact, not until 1886 was the amount 
as great as in 1870. I am personally not inclined to share this pessimistic 
point of view for a number of reasons. In the first place, the public was 
not as thoroughly educated on life insurance in the seventies and eighties 
as it is at the present time. Moreover, policy loans did not play the im- 
portant part in administering to those in need or distress that they have 
played during the past three years. Life insurance itself was not, generally 
speaking, as well administered or supervised. Finally, and to me this is 
very significant, life insurance was not viewed from an investment angle, 
but even if it had been, other avenues for profitable investment which were 
beginning to open up as a result of economic changes and advancements 
would have competed more vigorously for the policyholder’s dollar than those 
which appear to be available today. As indicative of the importance which 
should attach to the growing concept of life insurance as an investment is 
the recent marked increase in the sale of annuities, retirement income, single 
premium, and endowment policies, all of which contain a large investment 
element. 

From the standpoint of the individual underwriter, the decrease in amount 
of business written seems more important even than the slight shrinkage 
in outstanding insurance. It has been estimated by Thomas A. Buckner, 
president of the New York Life Insurance Company, that new life insur- 
ance, including revivals, increases and dividend additions will this year ap- 
proximate $14,700,000,000 which is 28.7 per cent less than the amount 
written in the peak year of 1929. Incidentally, it will be approximately 16 
per cent less than the 1931 business. 

The turnover in life insurance ranks is admittedly very large. Exact figures 
are not available but it is ordinarily assumed that from 225,000 to 250,000 
persons hold licenses. Of these, according to estimates of various authorities, 
less than 10 per cent will write more than 90 per cent of the business. It 
was further estimated in an address given in 1931 by Thomas I. Parkinson, 
president of the Equitable Life Assurance Society of the United States, that 
the average annual turnover of agents is approximately 50 per cent. 

More significant perhaps than the slight shrinkage in the total outstanding 
insurance is the tremendous volume of surrenders and lapses. During the 
year 1931, the last for which complete data are available, the new ordinary, 
industrial, and group business written and paid for of 342 companies totalled 
$17,226,248,427. Of this, $4,847,103,856 was industrial. For the same period, 
$15,870,864,610 of business went off the books, of which $4,780,868,796 
was industrial. However, $12,321,512,397 of the total terminations repre- 
sented surrendered or lapsed policies, the remaining three and one-half bil- 
lion constituting all policies which terminated by death, maturity, expiry, 
change, and disability. When 8,258,231 ordinary policies totalling 
$7,656,853,859 and 19,308,347 industrial policies for an aggregate of 
$4,411,782,844 go off the books in one year, the problem is unquestionably 
one of grave concern. Reduced to percentages, we find that on all classes 
of business terminated in 1931, 6.1 per cent of the volume was terminated 
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by death, .8 per cent by maturity, 8.3 per cent by expiry, 7.1 per cent 
by change and .1 per cent by disability, 77.6 per cent being terminated by 
surrender or lapse. Even if industrial and group insurance be excluded, 
ordinary insurance alone shows a record of 75.7 per cent surrendered or 
lapsed. There is no reason to believe the record as a whole would be any 
better for 1932 although the tide in the demand for surrender values has 
turned. 

Policy loans now total about three and three-quarter billions of dollars 
or 18.4 per cent of all assets, the latter percentage having increased from 
13.3 per cent since 1929, Ability to make such loans and meet other cash 
demands reflects great credit upon the life insurance institution but the 
problem of conserving the contracts against which these loans have been 
granted will not be easily solved. 

Before leaving the subject of surrenders and loans, it is only fair to state 
that in spite of the impressions produced by the recent political campaign, 
very little assistance has been extended to life insurance companies by the 
Reconstruction Finance Corporation. Figures on borrowings of life insur- 
ance companies alone are not available for the period preceding July 21 
but the total loans authorized to all types of insurance carriers aggregated 
on July 31 but $65,329,927, of which only three-fourths had been with- 
drawn. From August 1 to October 31, 26 loans were authorized to 22 life 
insurance companies for a total of $5,482,700, or slightly less than a quarter 
of a million dollars per company. These loans ranged between $9,500 and 
$1,000,000, and were made principally to small companies, only 5 of the 22 
borrowing companies having more than fifty millions of insurance in force, 
Tota] admitted assets of the 22 companies borrowing during this three months’ 
period were approximately 1.25 per cent of admitted assets for all American 
companies, and the combined loans represented an amount less than 2 per 
cent of the combined assets of the borrowing companies. When these figures 
are compared with the billions which have been paid out in cash by life 
insurance companies during the past three years, the R.F.C. aid to the 
companies is seen to be quite negligible. 

The problem of lapsation is not due solely to the inability of policy- 
holders to carry their insurance through troublous times nor is that of sur- 
render due entirely to the need for cash. There has unfortunately been a 
tendency on the part of certain agents to encourage unnecessary lapsation 


and surrenders, especially on policies encumbered with loans, merely because 
these offer the possibility of writing new insurance on which new first year 


commissions will be paid 

Forces as powerful and far-reaching as those which have been enumerated, 
when coupled with increased taxation and decreased investment earnings, 
will necessarily influence life insurance costs; directly with non-participating 
companies by bringing higher rates, and indirectly with participating com- 
panies through reduced dividends. Rates have already been revised by some 
companies, and « large number have announced general downward revisions 
of dividend scales 

G. F. Micue.sacuer.—lInsurance works as follows: Policies are written, 
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premiums are collected, losses and expenses are paid, provision is made in 
the form of reserves against deferred liabilities: then a balance is struck 
between premiums on the one hand and losses, expenses, and reserves on 
the other. If something remains of the premiums after losses, expenses, and 
reserves have been accounted for, an underwriting profit may be said to 
have been earned. If losses, expenses, and reserves exceed premiums, the 
carrier has sustained an underwriting loss. Fundamentally, the problem is 
just as simple as that. It requires only a speaking acquaintance with mathe- 
matics to establish the conditions under which this simple formula may be 
expected to produce a certain result. 

A constant struggle is waged to maintain conditions which will insure a 
slight margin of profit to the carrier. But periodically, in spite of every- 
thing that can be done, the delicate adjustment which normally prevails 
is disturbed and it is unfortunately true that when this happens, a loss is 
far more likely to be experienced than a profit. 

Such a disturbance occurred during the depression and it has left its 
mark upon every department of the insurance business. The characteristic 
reactions were, first, a reduction in premium income, second, either an in- 
crease in losses or a decrease which was proportionately less than that sus- 
tained by the premium account, thus raising the loss ratio and, third, a 
dislocation of the relationship between expenses and premiums resulting in 
a higher expense ratio. Increase both loss and expense ratios and the slight 
margin of profit which is earned in normal times rapidly shrinks to zero or 
a minus quantity. Accelerate the process and a sea of red ink begins to 
spread over the horizon as far as the eye can reach. When this happens, 
the insurance business may expect to be confronted with one of the tests 
that have established it as the most effective shock absorber ever devised 
by man. 

Fire premiums showed a reduction of approximately 12 per cent from 
1930 to 1931. Losses were approximately 9 per cent less in 1931 than in 
1930. The result was an increase in loss ratio from 54.7 per cent to 56.3 
per cent. 

This large reduction in fire premiums may be attributed to reduced rates, 
the decrease in new building construction, the decline in inventories due to 
hand to mouth buying policies, and a general wave of discontinued policies 
due to inability to pay premiums. 

On the expense side of the ledger the situation was somewhat similar 
to that on the loss side. Expenses were reduced in dollars and cents but not 
in the same degree as premiums; an increased expense ratio was the result. 
Three large expense items have played havoc with attempts to reduce ex- 
penses as rapidly as income; fire prevention work must be continued, taxes 
are reduced very little, and salaries cannot be readjusted overnight. 

Passing on to the underwriting experience of casualty companies, we find 
in the published statements of the sixty-two leading stock companies a de- 
cline of only 5 per cent in earned premiums from 1930 to 1931. The reports 
seem to indicate that the underwriting loss increased from $26,000,000 in 
1930 to $31,000,000 in 1931. 
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Casualty premiums will naturally experience a considerable decline in those fait 
forms which base the premiums upon factors seriously affected by the de- age: 
pression; e.g., pay rolls. The depression has witnessed more burglary loss to | 
at a time when it is difficult to increase premiums. cha 

Incidentally, the depression has treated the legal profession rather badly I 
if we are to judge by the increased resort to needless insurance litigation, in) 
The companies are justified in protesting against the strict legal regulation obli 
of the casualty business. clos 

A word of explanation regarding the extraordinary losses in bonding lines $2; 
may not be out of place. The real sources of many of the recent troubles 34! 
in the field of suretyship were localized in point of time before rather than one 
after the beginning of the depression. The depression aggravated these pre- 56 
existing conditions and serious trouble resulted. A few examples may be cited, I 
The frenzy of speculation which swept this country during the bull mar- $11 
ket caused more than one person occupying a position of trust to “borrow” as 
money that was not rightfully his. Everyone was “in the market” and every- oA, 
one was getting rich. The money would double or treble in no time and it _ 
could then be returned with no one the wiser. A sure thing if there ever Th: 
was one! Many were tempted and could not resist temptation. Money was esti 
embezzled, securities or real estate were bought on margin, deal after deal inv 
was successfully negotiated—and then the market broke! As values col- 
lapsed, the scheme by which the deception was practiced could no longer 
be concealed. The result was exposure and a claim against the bonding com- 
pany under a fidelity bond or some form of blanket bond. There were, of 
course, other causes for fidelity and blanket bond claims, but speculation in 
one form or another undoubtedly accounted largely for the abnormal losses ; 
of the recent period. ho 

In conclusion, just a word about the future. Insurance executives have Rai 
not placidly accepted the conditions of the last few years. They have waged 
a determined struggle to improve the position of the carriers and to re- U. 
organize methods and programs for the future. Where rates have been shown Sta 
to be inadequate, steps have been taken to increase them. Underwriting poli- om 
cies have been readjusted to conform with the new conditions; a general 
housecleaning of undesirable and unprofitable sources of business and risks | 
has been prosecuted and more conservative programs have been adopted for 7 
new commitments. Economy has been practiced with vigor-——salaries have liq 
been reduced, personnel has been curtailed, new methods have been devised M 


for more efficiently performing necessary functions, extravagances of all 
kinds have been discontinued, a ban has been put upon unprofitable pro- 
duction efforts. Individual carriers in some cases have been liquidated; 
others have been merged; others have been reinsured in part. A determined 


effort has been made to combat crime rings guilty of arson, the prosecution = 
of false claims, and similar activities. No item of losses or expenses has fr 
been immune from executive scrutiny and adjustment. The result is bound 

to be beneficial in the long run. = 


It may be said then that the business of fire and casualty insurance and 
suretyship is pursuing the even tenor of its way, fulfilling its obligations 
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faithfully, taking its losses philosophically, meeting its responsibilities cour- 
ageously, and revising its policies and practices so that they will conform 
to the new order of things which we all hope is now emerging from the 


' chaos of the depression. 


E. L. Bowrers.—The cash demands made upon the life companies both 
in respect to policy loans and surrenders as well as in meeting contract 
obligations have been exceedingly heavy. For the three-year period now 
closing, payments on death claims to estates or beneficiaries amounted to 
$2,227,622,000 and cash payments to living policy holders accounted for 
$4,912,434,000, a total cash outlay of $7,140,056,000, a sum equal to about 
one-third of total assets. Policy loans and surrender values comprised over 
56 per cent of the total disbursements. 

During the same period the cash income of the companies amounted to 
$11,320,830,000, of which 78 per cent came from premium payments and 
22 per cent from interest, dividends, and rents. Thus, a total of over 
$4,180,000,000 was available for expenses and investment. The actual in- 
vestment operations, however, were much larger than this sum indicates. 
Through the sale, redemption, or maturing of securities and the sale of real 
estate the companies received $3,479,762,000; through investment and re- 
investment they acquired capital items amounting to $7,771,465,000. 


DisTRIBuTION OF INVESTMENTS 
Principal United States Legal Reserve Life Insurance Companies 


Investment portfolio New investments 
at end of 1929 made during 

% 1930 1931 1932 

Jo Jo %o 

Farm Mortgage Loans .............+. 14.1 10.0 7.6 9.6 
City Mortgage LOANS 39.4 45.0 36.5 31.8 
Railway Bonds and Stocks ............ 22.4 10.0 10.4 1.0 
Public Utility Bonds and Stocks ...... 11.7 15.9 21.4 10.1 
Miscellaneous Bonds and Stocks ....... 3.1 8.8 5.0 4.9 
U. S. Government Bonds .............. 2.4 3.1 6.7 19.0 
State, County and Municipal Bonds .... 3.8 4.5 9.8 14.8 
Canadian Government Bonds .......... 2.8 2.6 3.4 3.7 
Other Foreign Government Bonds ..... 3 m | 2 5.1 

100.0% 100.0% 100.0% 100.0% 


It is evident that the companies have made concessions in the interest of 
liquidity, without, at the same time, sacrificing too much in interest return. 
Mortgages, a non-liquid but relatively high yield investment, and govern- 
ment and municipal bonds, a liquid but relatively low yield investment, are 
now of approximately equal importance in new investment distribution and 
together comprise over four-fifths of total investments. With a few excep- 
tions those companies with the largest proportion of farm mortgages have 
encountered the most difficulty, the amount of mortgages in arrears ranging 
from 15 per cent to 20 per cent of mortgages held. 

United States government bonds have undergone the greatest change of 
any of the new investments of the past three years. At the end of 1929 
the Federals comprised only 2.4 per cent of total investments, advanced to 
3.1 per cent in 1930’s new investments, jumped to 6.7 per cent in 1931, and 
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soared to 19 per cent in 1932 placements, an increase of 691 per cent in 
three years. 

This tremendous increase in total government bond purchases, now amount- 
ing to nearly 43 per cent of all new investments, indicates that the com. 
panies are vitally interested in security and liquidity, and as far as the 
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laws. 
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latter is concerned, this practice stands out in marked contrast to that of C. 
previous years. in 01 
Policy and premium loans and lapses constitute the principal investment comy 
problem of the depression. Without them, as was once the case, the com- earn 
panies could weather a prolonged depression with little difficulty. These appe 
privileges, the legal rights of the policy holder, have transformed life in- ultin 
surance companies into demand paying institutions, and have exposed them T! 
to all the problems which “cash over the counter’? demands. Suppose this ment 
depression had been more severe than it has been to date, or suppose it had been 
been of longer duration, would the time not have come when the companies 
would have had to sell bonds at prices below the amortised values, and stocks 
below the “commissioner’s’ values, and foreclosed real estate below the 
amount of unpaid principal plus foreclosure and interest charges, and real 
estate mortgages below their current listing? The spread between income 
and disbursements has steadily narrowed since 1928, the income dropping 
from 147 per cent of disbursement in that year to 113 per cent at the close The 
of 1931. True, there was a gross surplus of nearly two billion dollars at riers 
the beginning of 1932, only a minor part of which was in cash. To convert than 
the balance would have entailed loss. serv 
To date the companies have met their cash demands. They have done sion 
everything that their sixty-five million contracts could demand of them, And and 
they have done it with very little assistance. The Reconstruction Finance the 
Corporation from February 2 to August 31 authorized loans amounting to full 
slightly over one and a third billion dollars, only 5.3 per cent of which was inve 
for insurance companies of all types, the principal potential borrowers being tage 
banks and trust companies, building and loan companies, and railroads. ansy 
The amount loaned to life insurance companies to date is at the outside not of tl 
more than one dollar for each five hundred dollars of assets when all con- carr 
panies are considered. and 
Although the situation today is considerably different from what it was is q 
in former depressions certain aspects of life insurance experience during by i 
the economic disturbances of the seventies and nineties may add something thos 
to an understanding of present problems. Real estate foreclosures were more man 
numerous then than now, some of the acquired properties being held by the turk 
companies until the turn of the century. During the twenty-year period, tion 
1878 to 1898, real estate always comprised more than 10 per cent of total cou! 
assets, in some cases contrary to the laws governing investment. Not until E 
after the Armstrong investigation did real estate holdings drop below 6 per tain 
cent. net 
In the depression of 1893, policy loans amounted to only 2 per cent of for 
assets, not because the people did not need them but because they were bee 
not obtainable under the contracts, either because the companies were in re- 
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ceivership or the policies had not yet obtained cash values under the existing 
laws. The number of life insurance company receiverships today is negli- 
gible in contrast with the many failures of the earlier period. All of these 
things, and in fact almost everything which affects the life insurance busi- 
ness, depend fundamentally upon the future course of business in general. 

c. A. Kutp.—There are at least three questions that need to be answered 
in order to present a statement of the investment experience of insurance 
companies, in any period. They are: What has been the rate of income 
earned on their assets? What have been the capital losses or gains? What 
appear to be the results on the financial condition of the companies, and 
ultimately on their safety? 

The net rates of investment return (Connecticut Reports) from invest- 
ments (net after deducting investment expense) for the years 1928-31 have 
been as follows: 


Fire and Marine Casualty 
(% of admitted assets) 


1928 036 
1929 .036 036 
1930 042 039 
1931 042 .039 


The outstanding feature of these figures is the fact that both classes of car- 
riers have maintained a higher investment return in the two depression years 
than before. While it is quite obvious that the high prices of boom years 
serve to keep down yields, it is just as true that the low prices of depres- 
sion will produce relatively high investment returns only as long as dividends 
and interest are paid. Real bargains in yields are not to be had merely for 
the buying, and to be able to show yields of 4 per cent net in the second 
full year of a serious depression is at least presumptive proof of sound 
investment policy. Just why the fire and marine companies show an advan- 
tage in investment return, the combinated statistics will not allow us to 
answer without reservations. It is perhaps significant that the proportion 
of their assets invested in securities is uniformly higher than for the casualty 
carriers, particularly in stocks. Both in 1930 and 1931, 39 per cent of fire 
and marine assets were in stocks; only 22 per cent of casualty. Although it 
is quite true that stocks as a whole are not depression-proof, those owned 
by insurance companies are conspicuously of the better grade, principally 
those of banks, public utilities, and insurance companies. They include also 
many preferred stocks which maintain dividends longest, and are least dis- 
turbing to an investment program. Whether or not there is a direct connec- 
tion between greater stock holdings and higher investment return cannot of 
course be shown without more intensive analysis. 

But there is the other side of investment experience that must be ascer- 
tained in order to gain a rounded picture. It is found in the figures showing 
net profit and loss on investments. Assets during the year have been sold 
for more or less than their book value, book values themselves may have 
been written up or down. The company indeed may be losing on assets at 
the same time it is gaining on income. To give an idea of their relations to 
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each other we show figures for net underwriting gain or loss in surplus, anj 
for investment gain or loss in surplus. Both are expressed as per cents of 
admitted assets: 


Fire and Marine Casualty 
(% of admitted assets) 
Underwriting Investment Underwriting Investment 


1928 -..032 -+.069 +.015 +.043 
1929 +..033 +.016 —.009 +.025 
1930 1.021 —.051 —.021 —.0068 
1931 —.100 —.036 —.033 


While it is evident that the investment results for the casualty companies 
are not as serious as for fire and marine, the former for the last thre 
years have had no underwriting gains on which to fall back. Instead under 
writing has been an important source of loss. While the fire and marine 
companies show a 10 per cent investment loss in 1931, an underwriting gain 
of 3 per cent brings total net operating results to a 7 per cent loss on as- 
sets; the casualty companies with far better investment results have a total 
operating loss of practically the same amount. Investments for casualty com- 
panies thus present a problem just as serious as for fire and marine con- 
panies, although by themselves they have been much more favorable. 

The following table indicates policyholders’ surplus per dollar of liability. 
These figures differ from those for surplus only principally for the stock 
carriers, though a few mutuals have a guaranty capital. The effect of 
adding capital stock to surplus of course is uniformly to raise the level of 
safety, but naturally not to change the trend. Comparison of the trends in 
policyholders’ surplus and surplus alone intimates that the major burden 
of the depression has to date been borne by policyholders through surplus 
reduction. 


V t 
ab] 


oF SurPLUs PER DoLuaAr OF LIABILITIES 


Fire and Marine Casualty* 
All Stock Mutual All Stock Mutual 
1928 $1.05 $1.02 $1.34 $ .53 $ .56 $ .30 
1929 1.15 1.14 1.33 52 55 .28 
1930 1.11 1.09 1.24 AT AT 28 
1931 75 73 1.01 33 83 28 
* Excluding life companies whose capital and surplus is at joint risk of life and 


accident business. 


From these elementary facts and comments it would be quite possible to 
create a horrible spectre of instability and fear. Defective as are the figures 
as far as particular causes are concerned, the financial results of the last 
years on these insurance companies, particularly of 1930 and 1981, are all 
too evident and quite beyond dispute. Nevertheless in sober judgment it ap- 
pears to this commentator that there is no reason forthwith to predict the 
end of the economic system or of this particular part of it. Any institution 
which has managed to keep up its admitted assets to within 4 per cent of 
its 1928 level as the fire and marine companies have, and even to rais¢ 
them as have the casualty companies, is not yet doomed. The New York 
Stock Exchange bond average in the four-year period 1928-81 declined 25 
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per cent, its stock average by nearly 75; yet the number of casualty 
and fire company failures has been relatively small and not one policyholder 
has lost a cent of money. The situation is serious, it is critical, but one should 
not yet call it desperate. Drastic as their experience has been, the record 
of the property and liability carriers is pre-eminently one, not of weakness, 
but of unexpected and admirable financial strength. 

F. E. Worre.—In examining the underwriting experience of fire and 
casualty companies the New York Insurance Reports indicate the following: 

Stock fire insurance companies showed losses respectively in 19380 and 
1931 of 2.2 per cent and 4.5 per cent only if figured in relation to premiums 
written; but if taken on the sound basis of premiums earned, for appraising 
final results of a particular year, these companies really made underwriting 
gains in 1930 of 2 per cent and in 1931 of 5.1 per cent. 

Casualty companies experienced losses in 1930 of above 6 per cent and in 
1931 of 4 per cent of earned premiums; but averaged over the last five years 
their losses approximated 0.8 per cent. 

Surety and fidelity lines were most unprofitable and had losses of 17.1 per 
cent in 1930 and 28.4 per cent in 1931 in relation to premiums earned. 

The fluctuations in the value of insurance stocks show that the 1932 low 
point of twenty New York City banks was 9.1 per cent of their 1929 
high, while that of fire insurance companies was 16.2 per cent and of casualty 
and surety insurance companies of 8 per cent. This 16.2 per cent compared 


= with 7.5 per cent in the case of railroad stocks and 16 per cent in case of 


utilities. The December 14 value of fire insurance stocks was 30 per cent 
of its 1929 high, while the bank stocks were only 14 per cent, and utilities 
stocks were 25 per cent, and the other groups were lower. 

Insurance in all branches of the business, by the tests of (a) stock se- 
curity valuation and (b) of the number and amount of loans from the Re- 
construction Finance Corporation, has so far in the depression maintained 
in a remarkably acceptable manner its essential quality of dependability. 
In meeting these tests its record surpasses other leading types of business. 

C. L. Parry.—Those who reason that a lower price level will greatly re- 
duce the amount of life insurance in force should consider the following: 

The American population is still under-insured (less than $900 per capita). 
That amount obviously cannot be considered adequate protection. Further- 
more, only about five to six cents out of each dollar of national income has been 
spent in any recent year for the purchase of life insurance. There still exists 
great room for expansion in insurance sales. 

The growing interest of the American population in old-age security, and 
the manner in which life insurance companies are meeting that need through 
annuity provisions, etc., will undoubtedly serve to direct the attention of 
more individuals, as time passes, to the value of life insurance as life in- 
surance. Thus the sale of annuities and of the various forms of regular life 
insurance which contain a savings element may be expected to bolster the 
volume of sales, premium income, and amount in force. 

Dr. McCahan’s data on policy loans during the last three years— 
$2,048,678,000 in cash and $412,230,000 in premium loans—are for com- 
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panies holding 86.4 per cent of the assets of all legal reserve companies; the 
figures would be somewhat larger for all companies. 

I should like to add to Dr. Bowers’ statement that railroad bonds hay. 
become of lesser importance in the life insurance portfolio since 1925; the 
decline in this type of investment began in 1906. ' 

Low price levels may cause some of the experience of the seventies and 
eighties to be repeated. Failures among life companies are not likely to becom 
so widespread because they are much older now. 

In conclusion it seems to me that if one is disposed to be judicial minded, 


he cannot arrive at any other conclusion than that life insurance has given 
an extremely good account of itself during the depression. Less than .5 per 
cent of total United States legal-reserve life insurance company assets ar 
now involved in any way because of company failure or receivership; prob- 


ably a less percentage of total legal-reserve life insurance in force has be- 
come so affected, after three years of unprecedented business conditions, 
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SESSION ON RESERVES FOR UNEMPLOYMENT INSURANCE 


SOME THEORETICAL ASPECTS OF UNEMPLOYMENT 
RESERVES 


By R. S. Mertam 
Harvard Business School 


The unemployment problem is so pressing and our understanding of 
it so imperfect that discussion and experimentation must go hand in 
hand. Economic theory alone can never lead to settled conclusions on 
questions of economic policy, and in the present state of the economic 
theory of unemployment and of business cycles much of the analysis 
can be but fragmentary and tentative. Imperfect though it is, theo- 
retical analysis can anticipate some of the results of experiments. We 
are not reduced to a simple trial and error basis. We can see lines along 
which experiments are well worth while and other lines along which ex- 
periments, however noble in purpose, are not worth undertaking. It is 
well that this is so, for we cannot afford free experimentation. An un- 
successful experiment always has after-effects which cannot be eliminated 
by the repeal of a statute and which may sometimes turn out to be in- 
curable diseases which cannot be checked once they have had a good 
start. American students find much to criticize in European systems of 
unemployment reserves, but the European states, far from being able 
to discard their present systems, have great difficulty in checking con- 
spicuous abuses. American students of unemployment reserves are par- 
ticularly interested in two problems: maximizing unemployment preven- 
tion and avoiding a mixture of unemployment reserves and poor relief. 
The present discussion deals with the theoretical aspects of these prob- 
lems. 

The topic to be discussed first is the incidence of employers’ contribu- 
tions. If unemployment reserves are built up even in part by levies upon 
employers, who really pays the bill? Do the employers assume the bur- 
den, or do they shift it forward to the consumers or backward to the 
wage earners? The burden rests eventually upon the wage earners. The 
employer’s contributions are roughly proportionate to his pay roll or the 
size of his work-force. They amount to an increase in his labor costs. So 
long as wage rates are not reduced, the employer will seek to economize 
on the relatively dear factor of production and save labor to the utmost. 
Employers’ contributions are unlike a commodity tax, for a tax fur- 
nishes no incentive to substitute one method of production for another. 
In any normal case, the employers cannot, either singly or in concert, 
raise the price without encountering some loss in volume, without reduc- 
ing some equipment and some labor to idleness. To regain the volume, 
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to put the equipment and labor back to work, costs must be reduced, and 
the pressure will be concentrated upon the labor costs. Wage rates will 
be cut. 

Almost all economists who have examined the question of the shifting 
of employers’ contributions have reached the same conclusion. It is, of 
course, subject to many qualifications. In periods when the trend of 
prices is upward and wage rates lag behind prices, employers’ contribu- 
tions may not result in an actual reduction of wages. At the present 
time, we are in no such period. Contributions of any significant amount 
to unemployment reserves cannot now be levied upon employers without 
adding to the pressure on wage rates. There is a further qualification: 
the pressure on labor costs may either add to unemployment or decrease 
wage rates. The existence of unemployment benefits may make it more 
likely that unemployment will be increased and less likely that wage 
rates will be cut. Further qualifications may be introduced when other 
collateral effects of reserves, such as their effect on trade unionism, are 
brought into the discussion. Time does not permit a more elaborate 
explanation or justification of the conclusion that employers’ contribu- 
tions are shifted backward to the wage earners. Most of this paper deals 
with the consequences of this tendency. 

Two conclusions of practical importance may be stated at this point. 
First, employers’ contributions do not constitute a burden on industry. 
They would constitute a burden if the other claims on industry remained 
intact, but they are nothing but a form of labor compensation. This 
is true, of course, only in the long run; but institutions like unemploy- 
ment reserves, which are more than temporary emergency expedients, 
have to be examined with a long view. Employers’ contributions might 
not be a burden, even if unemployment reserves are on a company or 
state basis instead of a national basis. There is the possibility that work- 
men will find a system of partially deferred compensation as acceptable 
as the existing wage system. Corporations have found systems of de- 
ferred compensation—reserves for dividends—more attractive to inves- 
tors than paying out all profits immediately. If a system of deferred wage 
payment proved to be as satisfactory, there would be no burden on in- 
dustry even if the plan was not universal. Second, contributions from 
employers are to be discussed as political and administrative expedients. 


The justice of asking workmen to pay for unemployment benefits and 
the adequacy of their means to do so have nothing to do with this ques- 
tion. If it is considered unjust or impracticable to have the workmen bear 
the burden, unemployment benefits must come from the public treasury. 


In the discussion of the first topic, the problem of incidence, the as- 
sumption was made that contributions to unemployment reserves are 
a real burden to somebody. Actually we should examine the question, 
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and our second topic is whether unemployment benefits will pay for 
themselves. 

A system of reserves which would maintain both the physique and the 
morale of the unemployed not only would meet a great human need but 
also would constitute an important national asset. Such a system would 
be an advantage to all employers, and particularly to those small em- 
ployers who could not set up a system for themselves, even if they had 
the foresight and the financial resources. This advantage to employers 
would help them to pay higher wages or carry the burden of the system. 
On the other hand, it is probable that any considerable amount of un- 
employment would reduce the workmen’s productive power, even if they 
received unemployment benefits. Much of the loss in the workmen’s in- 
dustrial efficiency comes from unemployment itself, whether benefits are 
paid or not. None the less, if the effects upon the workmen’s efficiency 
were the only considerations, we might conclude that unemployment 
benefits would pay for themselves to a great extent. 

Several economists have expressed the view that the purchasing power 
made available by unemployment benefits would reduce the severity or 
duration of business depressions and thus would reduce unemployment. If 
this were true, the benefits would help, in another way, to pay for them- 
selves. However, inasmuch as economists have been unable to arrive at 
any adequate explanation of the business cycle in general and of busi- 
ness revival in particular, the effects of this purchasing power may be 
analyzed only tentatively. Even as tentative analysis this view is un- 
acceptable. 

No one will question, of course, that an increased flow of consumers’ 
purchasing power is a phase of business revival. If this is based upon a 
resumption of business activity and an increase in employment, it will 
encourage activity in industries producing other than consumers’ goods. 
Benefits from an exhaustible reserve, accompanied by continuing unem- 
ployment, can do nothing to stimulate the revival of business confidence. 

A second point for criticism is the neglect of the difficult transfer 
problem. How can an unemployment reserve turn its assets into cash 
without adding to financial strain and unemployment? A simple transfer 
of purchasing power from the buyers of the reserve securities will not 
add to the total. An addition to purchasing power might come through 
the use of bank credit ; but throughout most of a depression bank credit 
is not available in large quantities. Similar difficulties are encountered, 
of course, in any other attempt to liquidate assets in a depression; but 
the magnitude of the task of turning virtually all of a huge unemploy- 
ment reserve into cash during a major depression makes it a different 
problem from that encountered by insurance companies or by corpora- 
tions in keeping up dividends. 
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A third point for criticism is the effect upon the balance of expendi- 
tures for producers’ and for consumers’ goods. Here a further important 
consequence of the incidence doctrine comes in. Whether contributions 
are levied upon employers or upon workmen, the effect is to reduce 
expenditures on consumers’ goods in periods of prosperity. The balance 
between the two forms of expenditure is thus turned even more toward 
producers’ goods. ‘The effect thus is to increase the disproportion which 
is a dominant factor in some theories of the business cycle and an in- 
portant factor in all. In a period of depression, likewise, the benefits in- 
crease expenditures on consumers’ goods when expenditures on pro- 
ducers’ goods are too small to provide much employment. 

For all these reasons, then, the view that the purchasing power of un- 
employment benefits will be an aid in maintaining employment overlooks 
too many important aspects of the cycle to be acceptable. The difficul- 
ties of transferring purchasing power from one period to another are 
very important. If the human needs were not so insistent, we could call 
the difficulties insurmountable. They reduce the chance that unemploy- 
ment benefits will pay for themselves. They are so important that unless 
great skill is used to meet them they will result in an increase in unen- 
ployment and in the costs of a reserve system. 

The chance that unemployment benefits will pay for themselves de. 
pends, further, upon the conditions for benefit. If the benefits are paid, 
not only when a workman is unemployed because no work can be found 
at any price, but also when he has refused a job with a substandard 
wage, the system combines protection against unemployment and protec- 
tion against wage reductions. This is the system provided in the Wisconsin 
Act. Other systems have operated in the same way. In such a system 
there are implicit the views that unemployment is not reduced—is per- 
haps even increased—by wage reductions or that wage reductions are a 
greater evil than unemployment. Personally, I find these views entirely 
unconvincing. I regard wage reductions as the lesser evil and a necessary 
means to bring about the resumption of employment. Stabilization of 
wage rates and stabilization of employment are to some extent comple 
mentary objectives, but to a larger extent competing objectives. The 
forces opposing or delaying wage reductions are already strong enough 
to prevent such a chaos of price and wage reductions that business oper- 
ations would be impossible. There is no need to add to the already great 
rigidity of wage rates. In periods and trades where unemployment in- 
creases much beyond its minimum amount, maintaining wage rates is 
not a means to maximize the purchasing power of the wage earners. Less 
inflexibility would decrease unemployment; more will certainly increase 
it. In proportion as the modern conscience revolts at the misery of the 
unemployed, we weaken the principal force driving wage rates down 
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ward; and we are bound, in good conscience, to find some other force 
to prevent the perpetuation of unemployment. Herein lies a principal 
defect of most unemployment reserves plans, and here is a principal 
reason for doubting that the reserves will pay for themselves. 

It is to be hoped that better reserve systems will do more toward 
making the reserves pay for themselves. Experience to date does not 
warrant taking our hopes for facts; unemployment reserves are best 
considered as devices to spread consuming power through time and not 
as “productive consumption,” a device to eat our cake and have it too. 

The belief that contributions from employers will aid materially in 
reducing unemployment is an argument for unemployment reserves 
which has been so important in American discussions that it deserves 
treatment as a special topic. This belief underlies the Wisconsin Act, 
the first state reserve plan to be adopted in this country. The belief 
rests upon the diagnosis that employers lack sufficient incentive to 
stabilize employment and upon the view that contributions from em- 
ployers will provide the necessary incentive. I have not been converted to 
this belief. 

The diagnosis that unemployment persists because business leaders 
have no incentive to prevent it is radically defective. Idle labor means 
idle equipment. Idle labor means less purchasing power. A period of 
unemployment is a period of business losses and business failures. En- 
tirely apart from any nice pecuniary calculations, the employer, as a 
human being, would prefer to give a man a job rather than to take one 
away. The causes for unemployment are to be found, not in inadequate 
incentives, but in inadequate ability, foresight, knowledge, and control. 
Most of the causes of serious unemployment lie beyond the immediate 
control of the individual employer; they are external to the individual 
establishment. They are economic, social, and political forces. Of course, 
business men have a large share in the responsibility of all of us as 
citizens. On this point, it does not become economists to cast the first 
stone—they have not agreed upon any clear-cut, straightforward pro- 
gram to prevent unemployment. The failures of economists, however, are 
not attributable to inadequate incentives but to the enormous complexity 
of the problem. The emphasis on the inadequate incentives of the indi- 
vidual employer to eliminate unemployment is unwarranted. 

Even if we make the contrary-to-fact assumption that existing incen- 
tives are not sufficient, how will employers’ contributions to an unem- 
ployment reserve add to an employer’s incentives? It would first be 
necessary to have the employer contribute solely for benefits to his own 
workmen whom he had let go because of lack of work. This apparently 
is done in the Wisconsin Act. When the liability is so limited, an employee 
who quits voluntarily to take a job with another employer loses all claims 
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on the reserve which he has indirectly built up from his own wages, If 
the individual employer could do much to prevent unemployment, this 
restriction on the right to quit might not be too high a price to pay, 
As the situation stands, it is an intolerable burden. 

The proposal to make the support of the wage earners, whether em- 
ployed or not, a fixed charge on industry is attractive only upon most 
superficial consideration. Fixed charges are of two sorts. In the first, 
financial sense, a fixed charge is relatively secure. Some of the capitalists 
are in a relatively secure position only because other capitalists are more 
exposed. In a similar manner, some of the wage earners may be put ina 
relatively secure position if the burden of employment fluctuations js 
concentrated upon men not admitted to the ranks of “regular” em- 
ployees. This is the effect of some guaranteed work plans. All workmen 
or all capitalists cannot be in a relatively secure position. In the second, 
cost-accounting sense, a fixed charge is a fixed and specialized form of 
capital and cannot escape when the demand for its services declines, 
Immobility is its essential characteristic. Workmen will not gain by being 
made more dependent upon the sales of a particular establishment than 
they are already. 

The possibility that the employer’s contributions will be an additional 
stimulus to him to reduce unemployment is practically eliminated by the 
shifting of the burden to the wage earners. If the contributions are pre- 
cisely balanced by a reduction of wage rates, the employer has no reason 
to change his practice of hiring and firing. Some small incentive could be 
added if the employer were fined a large lump sum every time he let a 
man go. This would make the employer unwilling to take a man on unless 
he expected to give him work for a considerable period. It would amount 
to a prohibition of casual labor. When, however, the employer’s contri- 
butions and liabilities are proportionate to the length of employment, 
there is no prohibition of casual employment. The Wisconsin Act pro- 
vides that the liabilities shall be proportionate to the length of employ- 
ment and so gives no significant incentive to stabilize. Any plan at best 
could help toward evening out the minor irregularities of employment. 
No plan could help in the most serious forms of unemployment, tech- 
nological and cyclical. An understanding of the incidence problem is a 
death blow to the faith in additional incentives. 

An understanding of the incidence problem is an important aid, fur- 
ther, in explaining the ineradicable instability of unemployment reserves 
based upon the “insurance” or pooling principle. If unemployment were 
an insurable risk, a workman would pay directly or indirectly the cost 
of the risk of unemployment to a homogeneous class of men whose chances 
were no better or no worse than his own. Insurance depends upon the 
grouping of like risks and upon appropriate differences in premiums and 
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benefits between several classes. The average risk has to be for a homo- 
geneous Class. An average risk of unemployment calculated for a hetero- 
geneous Class of workmen in highly secure and highly insecure positions 
is no basis for insurance. Moreover, an average calculated upon past 
experience is no help unless the experience warrants our projecting the 
average into the future. This is not the case. The British and the Ger- 
man miners did not expect any such unemployment as that existing in 
recent years; and no one foresaw, five years ago, the problems we are 
now facing. The average percentage of unemployment due to minor 
irregularities can be calculated, but this type of unemployment has little 
effect upon superior workmen. Cyclical unemployment and technological 
unemployment, which hit good and bad alike, are incalculable. Unem- 
ployment is no more insurable than business failure. 

A pooled reserve, whether on a geographical, trade, industry, or indi- 
vidual establishment basis, lumps together good and bad risks. Under - 
such a plan, the less exposed workman pays an excess and the more 
exposed workman receives an excess. The more exposed workman re- 
ceives a benefit which has been paid for in part by himself and in part by 
other workmen. In other words, his benefit includes some relief. The ele- 
ment of relief in the benefits paid from the unemployment reserve is thus 
not dependent upon grants from the public treasury or upon benefits 
extended beyond the contractual limits but is inherent in the pooling 
basis. The charitable character may be disguised, but it is evident in the 
departure from the quid pro quo basis. 

When, and if, the less exposed workmen penetrate the disguise, they 


"3 may well ask why they are compelled to pay a special tax for unemploy- 


ment relief. If they are bound to the unemployed by a strong sentiment 
of solidarity, they may be entirely willing to pay the tax. Such a senti- 
ment may be found in some trade union and company plans. But the 
sentiment of solidarity is weakened whenever there is considerable shift- 
ing in and out of the group. The instability of industry thus works 
against effective solidarity. 

Moreover, the instability of industry makes a definition of member- 
ship in the group uncertain. Whether eligibility for benefits is defined 
in terms of length of employment, duration of unemployment, or ratio 
of benefits to contributions, the same definition of the eligible group will 
include, in good times, those with slight claims to membership and will 
exclude, in bad times, those with strong claims to membership. Suppose, 
for example, that eligibility is limited to those who had four months of 
employment in the preceding year. This would include a very large num- 
ber in a period of prosperity and might exclude, in a period of depres- 
sion, workmen who had spent most of their lives in the industry. When 
the group is ill defined, solidarity is weakened. The weakened solidarity 
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which is inherent in a pooled reserve in an unstable world will result in 
demands that the public treasury support the unemployed through other 
taxes or will result in a low level of contributions and hence inadequate 
benefits. 

If unemployment reserves are to eliminate all traces of relief, the only 
possible basis is that of deposits or savings. If an unemployed wage 
earner could draw only the amount deposited in his individual account, 
the individualist quid pro quo principle would be adhered to strictly. 
Individualists, at least, would probably be willing to pay higher con- 
tributions. The same system could well be used to build up a fund for 
retirement and old age. The rigidity of wage rates—which is a principal 
obstacle to the reduction of unemployment—might not be increased 
when the workman realized that he and no one else was paying his un- 
employment benefits, that he was drawing on his own reserves. If the rate 
of contribution was raised to include provision for old age, the larger 
income in bad times would render the problem of liquidating assets to 
obtain cash much less acute. The deposit or savings basis for unem- 
ployment and old age benefits is simply an extension of the method of 
providing for those contingencies which is already practiced by both 
wage earners and investors. 

Such a system of deposits or savings obviously would not provide for 
all the unemployed for whom, on economic and other grounds, some- 
thing better than existing methods of public and private aid is desired. 
This is true also of a reserve system on the pooled or insurance basis. 
Under either system, workmen who have exhausted their claims to bene- 
fits cannot be classed with the unemployable or chronically poor. Mrs, 
Sidney Webb traces many of the difficulties of the British system, par- 
ticularly the overload of additional relief, to the failure to provide a 
second line of defense behind the insurance system. The British public 
had been warned of this necessity in the report of the Poor Law Con- 
mission before the original act was adopted. The American public needs 
the same warning now. All provision for the unemployed cannot come 
from a system of reserves. Any system of reserves, moreover, will be of 
little aid in solving the major problem of prevention. 
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THE ECONOMICS OF UNEMPLOYMENT RELIEF 


By E. M. Burns 
Columbia University 


Professor Meriam has given reasons for believing that the provision 
of unemployment reserves will do little to stabilize industry. The reasons 
he gives, however, lead also to the conclusion that unemployment is likely 
to be a recurrent evil, partly because of our imperfect knowledge of eco- 
nomic sequences, and partly because of the prevalent unwillingness to 
accept the sacrifices which a far-reaching stabilization policy would in- 
volve. Provision for those whose income has ceased because of unemploy- 
ment will constitute a major problem of practical economics for many 
years to come. I propose, therefore, in this paper to accept that fact as 
basic and to discuss the economic considerations which must be kept in 
view in providing relief for the unemployed, and to analyze, by reference 
to these considerations, proposals for the establishment of unemployment 
reserves or insurance funds. 

Current controversy reflects at least four prevailing views concerning 
the requirements of a system of unemployment relief. In the first place, 
it is very generally held that the scheme should be designed to reduce, 
the volume of unemployment. In so far as this requirement implies that 
the relief system should be used as a method of introducing order into the 
labor market by providing for the registration of claimants to benefit at 
public offices, at which also information concerning jobs is centralized, 
there can be little disagreement. Experience shows that public unemploy- 
ment offices have not been very effective in the absence of positive induce- 
ments to report to them, but also that such offices can conveniently check 
the genuineness of claims for unemployment relief, in view of their cen- 
tralized knowledge of both offers of work and demands for labor. Obvi- 
ously, however, enforced attendance at employment offices cannot create 
jobs. It can merely enable the unemployed to find existing jobs more 
quickly, and can facilitate the collection of essential statistics without 
which no rational attack on the problem of unemployment is conceivable. 

The demand that the cost of unemployment relief should be distributed 
in such a manner as to force employers to stabilize their demand for 
labor is more far-reaching, but since it has been discussed at consider- 
able length by Professor Meriam, I propose to do no more than express 
my general agreement with the view that the possibilities in this direc- 
tion have undoubtedly been overestimated. The amount of unemploy- 
ment that is within the control of individual employers or even indus- 


ptrics is less than is often assumed, and until the incidence of contribu- 


tions required from employers has been more clearly traced, the extent 
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to which such contributions stimulate reorganization rather than efforts 
to shift the burden to workers, consumers, and landlords must remain 
in doubt. It is undeniable, however, that some pressure can be success- 
fully applied. 

In the third place it is held that unemployment relief should be used 
to eliminate unemployment by transferring purchasing power from good 
to bad times. This claim appears in the form of proposals that expendi- 
ture on public works should be controlled to compensate changes in the 
private demand for labor, and less frequently, that reserve or insurance 
funds should be accumulated over a period of time and distributed in 
emergencies. Concerning such proposals, I wish to add but one or two 
footnotes to Professor Meriam’s remarks. Laying aside reserves of con- 
modities at one time which can be used later to supply the needs of the 
unemployed without depriving other members of the community of re- 
sources at that future date, is, of course, possible only if a central 
authority buys actual goods and puts them in storage, or if it invests 
current unemployment reserves outside the given economic unit and is 
able to realize them in periods of unemployment without disturbing the 
home economy or depressing the investment market. 

It can be conceded at once that the accumulation of internal invest- 
ment reserves in prosperity and their disbursement in times of serious 
depression necessitates realization of property at an unfavorable time. 
Even so, Drs. Shoup and Shere have recently shown that apart from 
exceptional circumstances, a state as a seller might profit financially 
from the relative increase in bond prices during trade depressions.’ But 
there is no reason why reserves should be treated in the period of ac- 
cumulation as ordinary savings and allowed to stimulate production. It 
is undoubtedly possible to accumulate purchasing power in periods of 
good trade in the form of an earmarked reserve of cash or deposits and 
to provide for its automatic disbursement when unemployment appears. 
Such a policy would avoid the undue stimulation of productive activity 
in the upswing of a cycle, such as Professor Meriam fears. Indeed, it 
would normally retard business expansion in times of prosperity, since 
it would slow down the circulation of money in the widest sense, unless 
the financial authorities decreased their reserve requirements in a corre- 
sponding degree. But it is more probable that the presence of a growing 
earmarked reserve, liable, if needed at all, to be withdrawn rather rapidly, 
would lead in a rational banking system to a cautious policy and thus to 
some restriction of expansion. The disbursement of the fund would, other 
things being equal, have an inflationary effect. Most attempts at infla- 
tion tend to be ineffective in depressions, because purchasing power is 

1Memorandum No. 11, N.Y. State Commission for the Revision of the Tax Laws, 
p. 6. 
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offered to producers, who at such times are influenced less by lower inter- 
est rates than by an assurance of markets, or to bankers, who use new 
funds for strengthening their reserve position rather than for oiling the 
wheels of trade. But the distribution direct to the unemployed of the 
fund accumulated for that purpose will more effectively stimulate pro- 
duction, since it makes purchasing power available to those who by 
definition will be certain to spend it. Actually, however, it is probable 
that this inflationary effect would be neutralized by the already existing 
restriction of lending by banks and by the unwillingness of business men 
to borrow from banks, which constitutes one of the phenomena of de- 
pression. Given declining business activity, such a payment to the un- 
employed tends to bring about, as compared with the period immediately 
prior to the depression, a transference of purchasing power from buyers 
of producers’ goods as a group to consumers. Whether or not this trans- 


i fer is desirable depends, of course, upon the causes of the trade cycle. I 


suggest that present knowledge gives no basis for condemning it. 

Even if the distribution of the earmarked reserve more than balances 
the contraction of the activities of banks and business men in the invest- 
ment field and thus involves some measure of inflation, the stimulation 
of consumption is subject to obvious safeguards. On the one hand the 
amount that is to be distributed is narrowly limited by the low level of 
income represented by the amount of the benefit, and, on the other hand, 
the duration of the distribution is limited by the fact that as unemploy- 
ment diminishes, the inflationary tendency automatically ceases to oper- 
ate. The provision of such funds, therefore, may be claimed to be a safer 
form of inflation than the facilitation of advances to producers, for the 
latter involves a real danger that prices will continue to increase long 
after available resources are being worked to capacity. 

The real question, therefore, is not whether assured payments to the 
unemployed can be made from reserves without reducing the funds avail- 
able for production in depression or unduly increasing them in pros- 
perity. There are, rather, two questions: firstly, whether it is desirable 
at some periods to change the balance of purchasing power in favor of 
consumers’ expenditure, and secondly, whether the best means of doing 
so is to issue fiat money in times of depression or to provide during 
prosperity for an orderly contraction of the circulating medium in the 
widest sense, by requiring regular contributions from industry, the fund 
thus accumulated being used in times of bad trade to pay weekly bene- 
fits. The answer to the first question turns, as I have said, upon our 
theory of the causes of the trade cycle. Later in this paper I will suggest 
a tentative answer to the second question. 

The second frequently expressed requirement of an unemployment re- 
lief system maintains that it should provide some return to society for its 
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expenditure. Raw materials and capital should be provided so that the Hitend 


unemployed may make some return for the income they receive. This direc 
argument underlies proposals for the development of public or private IM poss 
works in time of depression; it finds expression also in proposals such a rel 
as that of Mr. G. D. H. Cole that the unemployed should be organized I phys 
in a labor army and set to work upon tasks of general social benefit, the « 
Finally, it underlies in part the proposals put forward in Great Britain that 
originally by Lord Melchett and developed on a spectacular scale in M 
Germany in the recent measures of the Von Papen government, that un- alon 


employment relief should be paid not to the unemployed but to em. Miturn 
ployers, to induce them to take on workers who would otherwise have [isubs: 
been regarded as submarginal. dete: 

The argument is seductive, but reflection suggests both theoretical and [iB been 
practical limitations. With the obvious practical economic difficulties HR sidiz 
of subsidizing the wages paid by private employers I do not propose to Mito b 
deal. I desire rather to examine the implication that apart from these I The 
difficulties the economic advantageousness of such a scheme is incontest- HiiRdiffic 
able. In the first place, setting the unemployed to work in this way 
necessarily involves an expenditure considerably greater than would be 
required merely to maintain them, Experience indicates that the pay- 
ment to the workers relieved must approximate more closely to the cur- 
rent rates of wages than must bare relief grants, if only because persons 


been 
dene 
nomi 
but 1 
time. 


at work need more food and clothing than those who are idle. In any T 
case, additional expenditure to provide capital and materials with which ijorde 
to carry on the work is necessary. The economic advantageousness of will 

this type of attack on the unemployment situation turns, therefore, up- Hi they 


othe: 
invol 
to se 


on a choice not between a given expenditure which will yield something 
and the same expenditure yielding nothing, but between a given ex- 
penditure which will yield nothing and a somewhat larger expenditure 


which will yield some economic return, In making this choice, the satis- Hjpoor 
factions which could have been obtained from the expenditure of the ad- Hijsour 
ditional fund in the course of ordinary business must be compared with from 
those obtainable by utilizing the labor of the otherwise unemployed. of lo 

In other words, a problem of comparing marginal utilities arises, and Rig thes: 
it is far from certain that the worthwhileness of expenditure on produc: thro 


tive relief will be obvious. In so far as the unemployed can be put to Ii wise 
work which involves the utilization of machinery and resources otherwise im duct 
remaining idle, or can in this way be obtained at less than the current Higsatis 
rates paid for labor, the economic return obtainable from the stimula- It 
tion of this kind of employment might be expected to compare favorably vant 
with that obtained from stimulating employment through the normal Bijpear 
channels of consumer demand. Unfortunately, however, the benefits Hjjupor 
available from this source are less than they seem. Firstly, there is iim the « 
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tendency everywhere observable for expenditure of this kind to be 
directed toward the employment of as large a number of workers as 
possible and therefore to the stimulation of employments that involve 
a relatively small amount of capital. Secondly, as already pointed out, 
physical necessity plus pressure from labor groups has tended to reduce 
the differential between the remuneration paid for this relief work and 
that for work in unsubsidized employment. 

Moreover, the choice between allocating a given sum to maintenance 
alone or a larger sum to maintenance that will yield some economic re- 
turn cannot be made without regard for the kind of product yielded by 
subsidized employment. In the absence of profitability as a criterion for 
determining the kind of work to be undertaken, safeguards have in fact 
been established which have severely restricted the type of work sub- 
sidized. Specifically, subsidies have been restricted to production shown 


to be additional to what would occur, and also to be socially desirable. 


The experience of Germany has illustrated very clearly the practical 
difficulties of distinguishing work that is additional to what would have 
been normally undertaken, and there as elsewhere there has been a ten- 
dency to limit subsidized employment to works which would not be eco- 
nomically remunerative to any individual employer or local authority 
but which might benefit the community as a whole over a long period of 
time. 

Thus the net advantage of allocating additonal funds to relief in 
order to obtain something instead of nothing from unemployed persons 
will then turn upon the source from which these other funds come. If 
they are raised out of general taxation collected from those who would 
otherwise have spent those funds, the worthwhileness of this stimulation 
involves a decision that present consumption shall be restricted in order 
to secure productive works bringing in a return many years hence. The 
poorer the community, the less desirable is such redistribution of re- 
sources likely to appear. If, however, the funds are raised by taxation 
from those who would otherwise have saved, or is financed by the floating 
of loans, the net economic desirability depends upon the extent to which 
these funds would otherwise have been used to stimulate production 
through the normal channels of industry. Only where they would other- 
wise have remained as idle deposits does the decision to use them for pro- 
ductive unemployment relief avoid the choice between present and future 
satisfactions to which I have already referred. 

It is important, however, to note that although the economic ad- 
vantageousness of productive unemployment relief may be less than ap- 
pears at first sight, it may nevertheless be desirable because of its effect 
upon the morale of the workers. The important question is, then, whether 


the community can afford to pay this price for maintaining morale and 
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whether it is possible by this means to care for all the unemployed. Th. Mimthat | 
practical difficulties have been sufficient in almost all the countries jp organ 
which this experiment has been tried to limit additional payments t produ 
relatively short periods of time and to a small proportion of unemployed fisumer 
persons. As unemployment has increased, the willingness to incur this MiMMof lak 


additional expenditure has been less and less in evidence. worke 

The third requirement frequently made of unemployment relief sys. Fin 
tems is that they shall not aggravate the existing situation through their Himtion a 
effect upon workers, employers, or the government. This requirement Mimdepre 
underlies the common objection to unemployment relief systems that they Mimthat | 
tend to maintain wages and, therefore, to postpone essential economic Mimductic 
readjustments. This view has been prominently associated with the nam finomic 
of M. Rueff, who has endeavored to establish a statistical relationship Hibegin 
of this kind in regard to the British situation. For various reasons, large [mare ot 


ly of a technical nature and which I have set out elsewhere,” I do not fimmcan r 
think that M. Rueff has established his argument. for W 

The fact remains, however, that there is an undoubted relationship [ijjecono 
between wages and unemployment relief wherever loss of income is relied Hichang 
upon to bring about economic readjustment. If workers are persuaded Th 
by loss of income to offer to do the kinds of work in demand at the Miimity a: 
price which society is prepared to pay, any relaxation of that pressur fimmwe ha 
(such as would result from the guarantee of a fixed unemployment pay- provi 
ment) must postpone economic revaluation. A guarantee of a fixed relict imarea. 
payment for a defined period must thus be regarded as an expression Mg Work 
of the willingness of a society to allow the displaced worker a breathing igsuran 


space before forcing him to make serious economic readjustments. where 

Many economic reasons can be urged in favor of this guarantee. It is Hgwords 
obviously wasteful to have too high a degree of adaptability on the part Un 
of workers. Changes in demand may be merely temporary and it is un- Migtion | 


necessary for employees to acquire other skills or to force their way JRmeXnow! 
into other occupations, if the demand for services of the type they have fin di: 
formerly performed is likely to revive within a relatively short period. It Higdisch: 
has long been observed that the opposition of organized workers to the Hijgto ma 
introduction of new devices and their attitude to increased production [im their 
has been connected with their fear of loss of income due to unemploy- Mijgclose 


ment. More recently Mr. Matthewson has shown in an admirable study’ ijpdoubt 


of ra 
* Labour Magazine, August, 1931, p. 182; cf. also F. Brown in New Statesman and dang 
Nation, June 20, 1931. Apart from serious statistical flaws, the most important gap E 
in Rueff’s argument is his failure to demonstrate that it is the unemployment insur- indus 
ance system which has been responsible for the remarkable post-war stability of wage strat 
rates in Great Britain. I suspect that the marked lag between movements in the gen- 
eral level of retail and wholesale prices in a country where wages are very largely 
regulated by collective bargaining or by state-enforced wages boards is more respon- 


sible for this rigidity of wage rates than is generally supposed. 
*S. B. Matthewson, Restriction of Output, passim. 
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that fear of unemployment leads also to restriction of output by un- 
organized workers, A society such as ours which encourages changes in 


in 
to fim productive technique and sets a high value on the freedom of the con- 
ved fu sumer to change his mind cannot afford, in the interests of adaptability 


of labor supply, to concentrate the costs of innovation upon displaced 
workers and thereby obstruct change. 

Finally, our knowledge of the relationship between sustained consump- 
tion and regularity of production, especially at the beginning of a trade 
ent udepression, is not yet sufficiently definite to permit a positive assertion 
1ey Peethat a revision of all existing money contracts, involving inter alia re- 
nic [uductions of wages, is an essential prerequisite to the restoration of eco- 
m fenomic balance. The risk of maintaining wages for a limited time at the 
hip beginning of a depression when the basic reasons for maladjustments 
ge- [gare obscure may be worth running. But it should be noted that no society 
not uecan relinquish the right periodically to revise the duration of the period 

for which it will run that risk in the light of more exact knowledge of 
hip Heconomic relationships, changes in the general level of prices, and 
ied changes in the real economic income of the community. 
led The claim that an assured unemployment payment discourages mobil- 
the upity as between occupations, when it is not a special case of the theory 
ure awe have just discussed, has validity only when unemployment relief is 
provided for some and not all of the occupations in a given economic 
area. It is undeniable that in Great Britain the exclusion of agricultural 
work and domestic service from the provision of the unemployment in- 
surance system has tended to discourage entry into these occupations 
where it has not positively encouraged exit from them. It is in other 
words an argument against a partial unemployment relief system. 

Unemployment relief may, it is also said, aggravate the existing situa- 
tion through its effect upon employers. Firstly, it is argued that the 
knowledge that their workers will be cared for encourages carelessness 
in discharge policy. It is, of course, possible that the knowledge that 
discharge may mean starvation to their workers may induce employers 
to make special efforts to postpone discharge and to ration work among 
their existing staff. This argument is most plausible where there is a 
close personal relationship between employers and workers, but it is 
doubtful whether even then it has wide validity. Moreover, some methods 
of raising funds for unemployment relief offer a safeguard against this 
danger by a provision for the levying of increased contributions from 
industries where gross carelessness in employment policy is demon- 
strated. 

A second and more serious charge is that unemployment relief financed 
by contributions from industry defers revival if it does not actually 
aggravate depression. The correctness of this argument depends upon 
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the cause of unemployment. Where unemployment in some sections of 
industry is attributable to a change in taste or knowledge which re 
dounds to the advantage of other sections, there is a clear economic cag 
for charging the cost of unemployment in the former against the latter. 
the cost of transferring workers from the depressed industry and maip. 
taining them during transference is part of the final cost of the ney 
product or process. Assessment against the beneficiary industries jp. 
sures a closer approximation to the economic ideal that so far as pos. 
sible selling prices should reflect all the costs involved in the production 
of a commodity. 

But where unemployment is more general or assumes the catastrophic 
proportions with which we have recently become familiar, it has been held 
by such authorities as Mr. Keynes* that raising funds from industry 
depresses enterprise more than if a similar sum were collected fron 
general taxation. Here, too, any certain answer awaits the final develop. 
ment of the theory of incidence, but even if it were known that the inci- 
dence of industrial contributions fell directly or ultimately upon the 
employer, the effect on enterprise is still in doubt. It is true that compe 
tition from producers not subject to the charge might have serious con- 
sequences, although on account of the protective tariff this factor neces. 
sarily assumes negligible importance in this country as compared, for 
example, with Great Britain. But in the last resort, the answer depend 
upon our theory of the elasticity of demand for income in terms of 
effort. Once again, I suggest that current economic theory supplies no 
certain answer. Finally, it should be noted that the claim has validity 
only if certain types of taxation are adopted, and in this country it is by 
no means obvious that the attempt to raise at least part of the funds 
by direct contributions from industry would depress enterprise more 
than the collection of a similar sum by the traditional indirect methods 
of taxation, in which the sales tax appears likely to play a prominent 
role. 

In the third place, it is claimed, some forms of unemployment relief 
aggravate depression because they have an adverse effect upon govert- 
ment policy. This view has been strongly put by Sir William Beveridge, 
who has suggested that what he regards as the unlimited benefit has 
paralyzed governmental attempts to improve the economic situation » 
Great Britain.® It is, of course, conceivable that payment of practically 
unconditional relief from general taxation might diminish the pressure 
exerted upon the government by a desperate incomeless electorate to init: 
ate economic reorganization, but the practical validity of the argument 


“In the Political Quarterly, January, 1930, p. 119, ff. a 
*W. H. Beveridge, Unemployment (1930), p. 409; cf. also evidence of Sir W illiam 
before the Unemployment Insurance Commission. 
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is far from clear. No state has made more positive efforts to create em- 
ployment than Germany, where there also exists the most comprehensive 
system of unemployment relief; and the absence of adequate and orderly 
provision for relieving the unemployed in the United States cannot be 
said to have justified itself by inducing great measures of constructive 
economic statesmanship. Indeed, it seems more reasonable to expect that 
when the costs are concentrated and known, as occurs when relief is 
financed through general taxation or industrially supplied reserves, the 
cost of continuous unemployment is more likely to stimulate demands for 
economic reconstruction than where the burden is incapable of measure- 
ment because diffused among the unemployed, their friends and relatives, 
charitable individuals, landlords, and storekeepers incurring bad debts. 

The fourth requirement concerning the characteristics of an ideal 
unemployment relief system holds that it should at least protect those 
footing the bill by setting a limit to their liability. This view expresses 
itself in the demand that proposed insurance or reserve schemes should 
be financially solvent, and in the constant preoccupation with the finan- 
cial aspects of unemployment relief in all countries. Efforts have been 
made to limit the cost of relief by various devices. Care is taken to see 
that payment is made only to those genuinely unemployed and limits 
are placed upon the duration and amount of benefit, and these are some- 
times subject to revision as the unemployment relief fund shrinks. It is 
important to note, however, that although the expenditure to be in- 
curred in any period in respect of any individual worker can be limited, 
it is impossible to limit the total liability for relief expenditure. Restric- 
tion of the duration of benefit limits the total liability only when the 
turnover of personnel in the unemployed class can be accurately esti- 
mated and remains unchanged. Furthermore, limitation of total liability 
requires foreknowledge of the total number of persons qualifying for 
and claiming benefit, and experience has revealed the difficulty of making 
such forecasts. Moreover, financial burden is significant only in relation 
to the total available income against which it is assessed. Circumstances 
which bring about a marked change in the proportion of claimants to 
potential payers or a decline in the general level of money incomes will 
change the real burden of any given total monetary liability for un- 
employment relief. Finally, it must again be emphasized that the sol- 
vency of insurance or relief funds can be attained and the interests of 
contributors (through taxation or otherwise) protected, only at the 
cost of failure to provide for all cases of need. In other words, unless in- 
comeless persons are to be denied consumable goods, safeguards merely 
transfer the cost of maintenance from one fund to another. In both 
England since 1981 and Germany for a much longer period, the safe- 
guarded insurance funds have come to provide for a diminishing propor- 
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tion of the total numbers of the unemployed. In England, the insurang 
system now meets the needs of less than 50 per cent of all unemployed 
persons.® In Germany the corresponding proportion in October, 1992, 
was 11.4 per cent." 

Thus of the four characteristics commonly demanded in an ideal up. 
employment relief system, two—the claim that it should eliminate unen- 
ployment, and that it should give the contributors something for their 
money—prove on analysis to be less economically seductive than ap 
peared at first sight. Furthermore, all known schemes which aim at thes 
objectives have been shown by experience to be capable of dealing with lit- 
tle more than the fringe of the relief problem. On the other hand, my 
analysis suggests that although in some respects expenditure on unen- 
ployment relief yields a positive economic return, there is a margin of 
risk involving an uncompensated economic cost which cannot be avoided 
and which is only in part represented by a financial burden. 

Above all we must realize that there is no single and more or les 
automatic way in which society can limit its risk and at the same tim 
provide for those who are incomeless through unemployment. Any sound 
attack upon the problem must accept from the first the fact that ther 
are two problems and not one. One concerns the determination of the 
cost to be incurred both in terms of measurable money burden and in the 
broader economic sense. The other concerns the method of financing, 
These overlap at some points but are in the main distinct. 

A solution of the first problem involves the necessity of making pe 
riodic judgments concerning the amount of unemployment that the con- 
munity is prepared to undertake responsibility for, and the duration 
of the period within which no pressure will be applied to the unemployed 
to readjust their economic valuations. In making this decision the ques 
tion of the relationship of the probable total financial cost to the antici- 
pated money income of the community necessarily plays a part, but the 
more fundamental economic costs of unemployment relief to which atter- 
tion has already been drawn in this paper must also be taken into ac 
count. In any case it is a problem that must be solved by reference to 
broader criteria than the financial state of any specific industry, reserve, 
or insurance fund. In the last resort the decision is only partly economic, 
for the determination to shoulder certain economic costs, when they 
cannot be shown to involve any economic return, is an ethical decision 
But it is obviously economically undesirable to fix once and for all the 
standard which any society will guarantee and the period for which 
the guarantee is to run. 

From this point of view the attempt to provide adequate relief on the 


* Ministry of Labour Gazette, December, 1932, pp. 471, 472, and 474. 
* Wirtschaft und Statistik, I, November, Heft, 1932, p. 672. 
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principle of insurance with its emphasis upon a fixed benefit conditional 
on the payment of defined premiums breaks down, not merely because it 
is impossible to forecast the total amount of unemployment. Even the 
attempt to insure over long periods of time for an extremely high po- 
tential unemployment relief demand is objectionable, for, since the money 
amount to be provided and the duration and conditions of benefit can 
never be decided once and for all, but must vary with economic condi- 
tions and the probable causes of the depression at any given time, it is 
impossible to know many years beforehand what total money sum to 
provide for and therefore what average yearly contribution to assess. 
Moreover, unemployment insurance, which aims to provide a certain 
physical standard of living, differs from life insurance where the contract 
runs only in money terms and where there is no pressure on the insuring 
agent subsequently to adjust his benefits to changes in the purchasing 
power of money. Furthermore, the worker who has contributed over 
several years in the expectation of receiving a defined benefit may well feel 
a sense of grievance if the actual rate paid in periods of depression 
amounts to appreciably less than this, when other workers whose claims 
fell in different years but who had contributed on the same basis received 
a higher sum. 

And if it be argued that premiums should be changed from year to 
year in accordance with the change in probable expenditure, then it can 
be objected that years of heavy unemployment are precisely times when 
the imposition of additional burdens on industries is likely to have the 
most disadvantageous effects. 

But it is also true that unemployment exhibits certain characteristics 
in common with risks against which it is possible to insure. In particular 
it is important to note that any given percentage of unemployment is 
not distributed equally among all workers. In Great Britain a recent 
investigation has shown that no less than 85.2 per cent of the persons 
continuously insured during the 714 years between 1923 and 1930 had 
drawn no benefit at all and another 88 per cent had received benefit for 
less than 10 per cent of the time, despite an average unemployment rate 
of 13 per cent, which at times rose as high as 20 per cent.* It follows that 
the attempt to meet the costs of unemployment relief by providing for 
a separate fund for each worker against which only he can draw in- 
volves an unnecessarily large reduction in current spendable income, 
} since much of this reserve is unlikely to be called upon but is not available 
for assisting other workers. 

The second problem, that of raising the necessary funds, can be solved 
by reference to no obviously appropriate principles, but must be re- 
garded as an ordinary problem in public finance. Basically, we have to 

* Royal Commission on Unemployment Insurance, Final Report, 1982, p. 73. 
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provide funds to meet an expenditure whose maximum within any given 
period is incapable of exact forecast but whose minimum can be esti- 
mated with considerable safety. The funds, like other taxation, must be 
raised in such a way that their collection will be most certain and likely 
to cause a minimum of harm, and even, with luck, some positive good. 

From this point of view, there is much to be said in favor of raising 
a proportion of the funds by what is in effect a tax upon industry in 
the form of contributions from employers and employees, with a pro- 
vision that the state shall make good any deficit that occurs within a 
given financial year. In so far as the sum provided by industry was in 
excess of the requirements of any year it could constitute a reserve fund 
which would postpone the necessity of imposing an exceptionally heavy 
direct burden on industry in periods of depression. The general case in 
favor of providing for some measure of stabilization of public revenues 
from year to year to meet irregularly recurring expenditure has been 
ably put by Professor Haig and his associates in recent reports to the 
New York State Commission for the Revision of Tax Laws, and need 
not be elaborated here. 

But in the second place, if what I have said concerning the stabilizing 
effects of an earmarked reserve has any validity, this method of provid- 
ing for at least part of the funds would introduce a factor tending to 
mitigate the severity of upward and downward movements of trade. Even 
more directly, the decision to provide some considerable proportion of 
the funds in this way makes possible the adjustment of the tax to meet 
the special circumstances of highly seasonal trades and the exertion 
of pressure on individual industries where management can be shown to 
be responsible for irregularity. So long as there is any chance that 
measures of this kind would encourage stabilization, we cannot afford 
to neglect them. 

Finally, the collection of part of the funds from workers makes pos- 
sible a classification of the unemployed which has both economic and 
social advantages. We have seen that society cannot afford to make 
a fixed payment to all incomeless persons for an indefinite period. To 
confine the right to draw unconditional benefit for the period which 
society has at any time guaranteed to those who have been shown, by 
virtue of their past payments of the tax, to be regularly employed per- 
sons, and to concentrate the examination into financial circumstances and 
pressure to revise economic valuations on those who cannot fulfill this 
qualification or who have been out of work for longer than the period 
of the guarantee, is perhaps as satisfactory a solution of the essential 
compromise between the economic interests of society and of the ir 
dividual as we can hope for. On the one hand, it avoids the costly and 
inconvenient administrative necessity of undertaking a detailed investi- 
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gation into the circumstances of every unemployed worker. On the other 
hand, it permits a considerable proportion of the unemployed, particu- 
larly in normal times, to be dealt with in a manner that preserves their 
self-respect. They receive preferential treatment for the guaranteed 
period because they have paid a part of the cost. 

Only by sharply separating the decision concerning the economic cost 
that society is prepared to pay in relieving unemployment, from that 
concerning appropriate methods of raising the funds may we hope on 
the one hand to avoid fundamentally irrelevant charges of a lack of 
financial solvency, and on the other to preserve a freedom to adjust the 
amount and duration of benefit in accordance with the periodically ob- 
served economic interests of society, without causing contributors to feel 
that they have been swindled by a breach of contract or to become 
pauperized by the receipt of indiscriminate relief. 
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DISCUSSION 


Davin A. McCase.—I agree with Professor Meriam and Dr. Burns tha 
the economic effects of the establishment of a system of unemployment re 
serves, whether pooled or separate, will be found more in the sphere of relief 
than in that of prevention of unemployment. As for their respective reasons, 
I find myself more in accord with Mrs. Burns than with Professor Meriam 

Professor Meriam seems to base his conclusions largely on the assumption 
that the employer’s contributions will be shifted back to the workers in wage 
reductions or in the foregoing of advances that would otherwise be won— 
where the workers do not take the burden in reduced employment directly, 
I understand the a priori reasoning behind that thesis, but I am not con 
vinced of the validity of the general assumption that in our complex eco 
nomic system the employer’s contributions would be recouped from wages, 
if the plan were compulsory and universal—not confined to a few states, 
There might be some readjustment of the numbers employed, as between 
particular industries or services. It may be, too, that in some seasonal 
industries wage rates have been so nearly adjusted to seasonality, on a com- 
parative basis, that a compulsory levy of high rates of contribution to pro- 
vide additional compensation for seasonality would be passed back on to 
the wage rates, in part at least. But I query whether it would be tru 
in general that wage rates would be reduced in a measure equal to the en- 
ployer’s contributions. I think we need more confirmation from experience 
with the workings of the plan before taking that assumption as the founds- 
tion of our reasoning as to the further effects. 

Without accepting Professor Meriam’s assumption that the premiums 
will exert no pressure on the employer to stabilize employment, I agree that 
the preventive effect has been exaggerated in some quarters—for good strs- 
tegic reasons, no doubt. The argument seems to have little validity in the 
case of unemployment due to technological changes or to apparently per- 
manent decline in the demand for particular products. The problem here 
is not so much one of prevention in the first instance as of compensation 
and economic rehabilitation. Indeed, it calls for a different kind of treatment 
than the provisions of the ordinary reserve or unemployment insurance plan 
contemplate. 

It is in seasonal industries that the argument for putting financial pres 
sure on the employer to stabilize would seem to have most weight—if the 
premium rates are high and are not shifted backward on wages in accord- 
ance with the hypothesis considered above. But seasonal unemployment is 
not the kind that is uppermost in the argument for unemployment reserve 
or unemployment insurance in this country today. In fact, there is gool 
ground for believing that it should be separately dealt with, so as not to 
impede concentration of premiums in a reserve for unemployment due to 
general depression. And even in the case of seasonal industries, the pres 
sure of the employer's contributions in the direction of prevention must 
be balanced against other costs of such varying magnitude that, althoug) 
its influence cannot be ignored, it cannot be assumed that it will prove ger 
erally the controlling factor. 
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On the question whether “the transfer of purchasing power” from the 
period of prosperity to the apparent onset of the downward swing would 
exert a stabilizing effect, I would sharpen one point. How much effect would 
“the release of purchasing power” have if producers are fearful that a re- 
duction in prices and costs is inevitable? Would it have much appreciable 
effect in keeping up employment in the important group of industries con- 
cerned with the production of producer’s goods? Would it reduce in any 
important degree the total of unemployment experienced between the be- 
ginning and the end of the depression, if the depression is not to be ended 
without important readjustments? Considering the full run of the depres- 
sion period, I confess that I do not think we are yet in a position to claim 
confidently very much for it as a factor of prevention, if recovery must 
wait upon price readjustments. 

Finally, on the question whether the payment of unemployment benefits 
would not postpone recovery, and so prolong unemployment, by retarding 
wage reductions, if and when wage reductions are a necessary part of the 
readjustment demanded, such evidence as we have from experience seems 
to favor the affirmative. This is not necessarily a condemnation of unemploy- 
ment reserves or insurance. I am heartily in agreement with Mrs. Burns in 
her statement that there are ethical questions involved. But I am wondering 
whether we must postulate that workers will not take wage reductions so 
long as they have unemployment benefits to fall back upon, even if wage 
reductions should be a practically necessary condition of increased employ- 
ment under the economic system prevailing in this country. 

Is it not possible that readjustment of wage rates may be considered by 
the wage earners—and their advisers—on its merits as a possible method 
of increasing employment and earnings, independently of the existence or 
nonexistence of unemployment reserves? I grant that it is difficult to tell 
in the early stages of a depression whether it is practicable to count on 
recovery within a short time without wage reductions. And I am far from 
holding that precipitate and undiscriminating onslaughts on wage rates are 
the beginning of wisdom in the economics of combating depression. But I 
am asking whether we must assume that resistance to wage reductions must 
necessarily be a concomitant of receipt of unemployment benefits? Cannot 
unemployment reserves from within industry itself be made a means of sub- 
sistence during the period of readjustment, or a part of it? Why must we 
assume that such readjustment must wait until the reserves are exhausted, 
leaving the workers largely to other forms of relief until production revives 
on the new level? I am confident that something can be done to secure in 
practice a handling of the wage question on a timing basis all its own and 
therefore quite distinct from the relative degree of exhaustion of the un- 
employment reserves. 

Warren B. Catiin.—In the brief time at my disposal, I shall confine 
myself mainly to Professor Meriam’s paper, which I happened to see first, 
and leave to others the treatment of Dr. Burns’ brilliant exposition of the 
principles of relief. 

There are two possible methods of considering and meeting a theoretical 
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argument. One is to try to drag it down to earth and then to challenge jt 
on the ground of its impracticability. This is a favorite device of our bugj- 
ness friends but ought not to be necessary for economists themselves. The 
other method is to attempt also to soar aloft into the ethereal realms anj 
to carry on the combat in the same element from which it was started, 
Judging from the arrangement of the program, it is this second form of at- 
tack that is expected in this discussion. 

The crux of Professor Meriam’s argument and the reason why he believes 
that any scheme of unemployment reserves that rests upon contributions 
from employers in whole or in part will defeat its own end, create unemploy- 


ment rather than diminish it, is obviously to be found in the doctrine of 
“shifting and incidence’’ to which he referred at the beginning. We shall, 


therefore, make no progress and enjoy no peace and comfort unless and 
until that ghost is laid and laid forever. Owing, doubtless, to their respect 
for the classical unities and to the limitations of time and space, neither 
of our speakers has undertaken to conduct our wayward and perhaps weary 
minds through all of the intricacies of this most difficult and often bafiting 
branch of economics which has thus been carried over from the realm of 
taxation and somewhat ruthlessly applied to unemployment problems. 
Professor Meriam is largely content, by way of proof of his assertion, to 


state that “almost all economists who have examined the question of the 
shifting of employers’ contributions have reached the same conclusion”; 
that is, that they are ultimately shifted to labor itself and come out of 
wages. Who are these economists and what are their reasoning processes? 


In his admirable review of recent literature on unemployment in the Quar- 
terly Journal for November, 1931, Professor Meriam also touches rather 
lightly upon this same problem and in this connection gives high praise 
to an article by Mr. Dale Yoder of the State University of Iowa in an earlier 
number of the Q.J.E. Tracing that down we find that Mr. Yoder likewise 
attempts no thorough examination of the circumstances affecting the shift- 
ing and incidence of employers’ contributions but quotes as his chief av- 
thority Professor Harry Gunnison Brown of the University of Missouri 
in his book on the Economics of Tazation.+ 

I am not disposed to break lances with any of these gentlemen. Those of 
us who received our training in the mysteries of the subject of “shifting 
and incidence” under Professor Seligman may, however, feel justified in 
questioning whether the matter can be dealt with in any such simple and 
summary fashion. There are at least ten different factors which affect the 
ability and the disposition to shift a tax and, presumably, an insurance pre- 
mium: whether it is large or small; whether it is general or special; whether 
it rests upon profits and surplus or upon the marginal producer; whether 
the demand for the commodity is elastic or inelastic; whether it is produced 
under the law of constant, of increasing, or of decreasing costs, and so on. 
The profitableness or unprofitableness of the whole discussion is perhaps 
indicated by the fact that both Professor Brown who is cited by Mr. Yoder, 


Dale Yoder, “Some Economic Implications of Unemployment Insurance,” Quar- 
terly Jour. of Economics, XLV (1980-31), 622-639. 
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who is in turn commended by Dr. Meriam, and Professor Taussig, whom 
Professor Brown, in turn, cites as giving qualified approval to his theories 
of shifting, are none the less strong advocates of a broad program of social 
insurance which would presumably include that against unemployment.” 
May we not agree once and for all that social legislation, as its name im- 
plies, is passed for the benefit of society and not for any one group; and 
that, whoever pays for it in the last analysis, it is preferable to chaos and 
disorder? The strongest argument for some form of unemployment insurance 
or reserves is that it promises not only to safeguard labor from some of 
the worst consequences of involuntary idleness but to furnish an orderly 
substitute for the random and uncertain relief campaigns and proposals 
with which we are now harassed. 

But I do wish before leaving this topic to point out a possible flaw in 
Professor Meriam’s reasoning which is apparently accepted by his fellow 
conspirators. His assumption and that of Professor Brown is that the in- 
surance premiums concerned are “imposed upon employees not in propor- 
tion to output or to sales but according to the number and wages of work- 
ers hired” (Brown, p. 163). Initially and superficially this may seem to be 
true in the case of both workmen’s compensation and the unemployment re- 
serves plan, but it does not remain so long. In both cases the basis of pre- 
miums or payments soon comes to be, not the number of wage earners or 
the amount of their wages, but the probabilities of risk in the particular 
plant or industry, in the one case of accidents and in the other of unemploy- 
ment. To confine ourselves to unemployment, under the Wisconsin plan, as 
soon as the employer has paid in a certain sum, say $75 for each workman, 
he is not called upon for any more payments until this fund has become 
depleted through unemployment benefits. It is distinctly a contingent or 
a conditional liability, not a regular tax, and the presumption is that, at least 
so far as some forms and causes of unemployment are concerned, the em- 
ployer or a group of associated employers have considerable power to evade 
or avoid the expense through regularization and greater conservatism in 
expansion and changes in equipment. The levy held over their heads thus 
becomes an unmistakable incentive to reform and to win an advantage over 
competitors. 

We have, in fact, always assumed that the close parallelism between the 
history of the safety movement in American industry and the progress of 
workmen’s compensation legislation—both dating from about 1911—is ample 
proof of such a preventive effect operating through the merit ratings given 
by insurance companies. That could hardly be if the entire burden of the 
payments is shifted back upon the workers. 

But Professor Meriam will say that the analogy between workmen’s com- 
pensation and unemployment reserves, or between accidents and unemploy- 

* Professor Brown says (p. 174): “But to say that the burden of the premium paid 
for workmen’s insurance falls ultimately upon wage-earners as such, is not to ques- 
tion the desirability of such insurance. Insurance, as is well known, is a pooling of 
risks. All bear a little loss in order that none may suffer the extreme loss,” etc, Pro- 


fessor Taussig says (vol. ii, p. 356): “Obviously it is no objection to an insurance sys- 
tem that the premiums ultimately come from the beneficiaries themselves.” 
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ment, is imperfect and that it is difficult to derive one from the other. It is true 
that the burden of unemployment is much greater than that of industria] 
accidents, for even in our most bloody and reckless years we probably do 
not injure much over 2,000,000 workers, and fortunately a large propor- 
tion of these injuries are slight and involve little loss of time, whereas even 
in normally prosperous years the number of unemployed seldom falls be- 
low 1,500,000 day in and day out, and in periods of depression like the 
present as many as 11,000,000 are estimated to be out of work for months, 
Furthermore, as has been stated, the contro] which the individual employer 
is able to exercise over accidents within his own plant is much greater than 
his control over many of the causes of unemployment which may be world- 
wide. The employer is, indeed, the primary risk-taker but he cannot be ex- 
pected to assume all of this responsibility. Professor Meriam also contends 
that in so far as the employer does have control and power to prevent ir- 
regularity of employment he already has sufficient incentive to use it because 
his capital is idle as well as labor. 

Let it be freely granted that for both unemployment and industrial acci- 
dents nothing short of divine wisdom could fairly apportion responsibility, 
We know, however, that it is divided upon some basis among all the parties 
concerned in industry. Labor itself cannot shirk all blame for unemploy- 
ment and its evil effects until it makes the wisest possible choice of occupa- 
tion and cultivates full versatility; unless it shows proper loyalty and will- 
ingness to co-operate with willing employers in making the business efficient 
and successful; and unless it manifests the spirit of foresight and thrift in 
the management of its private affairs. We talk a great deal in the labor 
problem about the need of security. But too much security, as Dr. Meriam 
has suggested, is just what is not good for most of us. It is for this reason 
and for the maintenance of a fair measure of self-respect that I should 
support a plan of unemployment reserves which calls for some direct con- 
tributions from employees. We can style it “compulsory saving” if we wish, 
and certainly it will result in securing more liberal benefit provisions than 
can now be expected from any system in which all contributions are to come 
from employers. 

It is, however, a case not of the employer paying less but the employee 
paying more. The employer should if possible be made to see that his em- 
ployees, depending somewhat on the skill and loyalty which they have 
shown, have some vested rights in the industry as well as he, and that they 
should not be turned off at will when they become too old or when some 
change in process or contraction of business makes their services no longer 
necessary. If he thinks he needs a reserve army of labor at the gate awaiting 
his beck and call he should be ready to pay for it whether idle or busy. 
“They also serve who only stand and wait.” I suppose we shall not be able 
to decide who is responsible for the mania for style and fashion and for 
the seasonal trades to which it so largely gives rise. It may be due to 
human nature, especially feminine human nature. The disparity of wealth 
and income and the conspicuous consumption which it prompts undoubtedly 
have something to do with it. High pressure salesmanship and advertising, 
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in turn, bring the responsibility close home to business itself. Style goods 
usually do bring somewhat higher prices so long as they are in vogue and 
thus enable the employer to pay somewhat higher wages during the active 
seasons. But organization is usually necessary to compel him to do so. For 
this type of unemployment, therefore, prompt payment of benefits is less 
necessary or the contributions required of employees themselves might be 
larger. 

For cyclical unemployment our whole planless, competitive system is the 
chief culprit; and we may well despair of anything more than palliatives 
so long as it continues. But “disordered finance, prostrate commerce, and 
ruined credit,” as Daniel Webster would say, have played their part; and 
the government, in addition to establishing or at least assisting in the con- 
duct of a well co-ordinated scheme of employment exchanges to bring jobs 
and idle men together when both exist, can do something to remove the 
fundamental causes of unemployment by giving us a sounder and more stable 
credit and currency system and by adopting policies respecting international 
trade and finance that will promote rather than hinder commerce and the 
growth of good-will. After the hopeless policy of tinkering and tampering 
with the unemployment insurance system that has been followed by a suc- 
cession of British ministries in the past twelve years and the high voltage 
of disrepute which has been generated by the “dole,” I doubt whether any 
American legislature can be persuaded to adopt a scheme of unemployment 
insurance that involves payments from our depleted public treasuries. And 
such direct subsidies are probably not desirable anyhow. 

When we come to technological unemployment, however—that new name 
for an old form—I feel that the employer again has a large measure of re- 
sponsibility. With regard to this there is not, for a long time, at any rate, 
that complete identity of interest between capital and labor which Professor 
Meriam has postulated. Capital may here be more fully and efficiently em- 
ployed at the same time that a considerable number of workers are displaced 
and compelled to look for other jobs wherever they may. Here is where 
a dismissal wage or insurance payment thrown into the scale can perhaps 
do most to compel the employer to make technological changes with sufficient 
forethought and deliberation to permit of readjustment and relocation for 
the victims of progress. 

British experience which we are now citing perhaps more often as a ter- 
tible example of what not to do rather than as one for imitation, does not, 
however, according to his own admission, bear out Professor Meriam’s dire 
predictions respecting the depressing effect of unemployment insurance upon 
wage rates. According to Professor Bowley’s figures, real wages per week 
in Great Britain have increased 17 per cent during the period from 1913 
to 1929——a period practically contemporary with the existence of the un- 
employment insurance system. Professor Clay, and Mr. Rowe in his book 
on Wages, attribute this stabilizing effect in the face of changes in the cost 
of living to the improved bargaining position given to labor by insurance bene- 
fits. We may agree that this stabilization has been carried to excess and 
that in both American and Great Britain business recovery might have been 
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hastened if deflation had occurred all along the line at the same time, both 


prices and wages being more promptly reduced and a new start being mad — 
from the new level as soon as everyone became convinced that the botton am. oe 
had been reached. But it will be difficult to convince labor that the mainte. P 
nance of wage rates is not desirable even though recovery may be delayed eae 
and unemployment prolonged. This arises chiefly from their belief tha mee h 
wage rates are more likely to be flexible downward than they are upward, oa 
If there were some guarantee that readjustments would be more automatic rite 
and just, as soon as prosperity and higher prices returned, labor would w. ea 
doubtedly be more amenable to reason in this matter. It involves some ‘ine 
thing of a wrench in one’s inner consciousness to be asked to surrender the nen 
old argument that unemployment insurance will help to safeguard labor 20g 
against the wholesale reduction in wages that used to occur during period stitut 
of depression. Pa 

The logic of some such provision as is here proposed for overcoming the “ae 
worst consequences of unemployment seems irresistible and might almost “a 
be reduced to syllogistic form: am 

(1) Unemployment is a genuine risk and involves an enormous waste liquic 
which ought to be prevented so far as possible and whose results should Hi, pr 
be mitigated, whether we call the plan adopted “insurance,” “reserves,” or HM, i) j, 


by some other name. M. 
(2) Individuals or even considerable groups of individuals have not in 


the past proved able to safeguard themselves from it and are not likely to “ 
be able to do so in the future. wy 

(3) Voluntary plans for unemployment benefits, whether adopted by em HM ;,,¢; 
ployers alone or jointly with labor organizations, while they are helpful a displ 
experiments or examples of what may be done, are purely fractional in their Hi oon 
coverage and are apparently not destined to become contagious. weal 

(4) The cost of unemployment relief, whether in the form of charity Hi ,,.) 


or of expenditure for public work that we probably do not need and cannot 
well afford, is not a legitimate charge upon the taxpayers. In so far as ur- 
employment is unavoidable it becomes a part of the cost of production and 
should be paid ultimately by the consumer of the goods along with other 
costs. and 

(5) Charity for those who are able and willing to work is at best a back- BiB pece 
handed and back-door method of tiding people over a crisis, cripples our HBB )aja 
finances, deprives other worthy causes like education and the church of theit HB pacii 
customary and much-needed support, and tends to promote pauperism and 
panhandling. 

(6) What we need, therefore, is some farsighted program, general and 
inclusive enough to secure the protection and efficiency which comes with migl 
numbers and to avoid placing individual employers or industries at an ul Tithe | 
due disadvantage in competition, yet close and personal enough (perhaps BiBercj< 
through a merit rating) to bring the problem home to each party or indi- Hin ¢, 
vidual able to do anything to solve it and to give them a powerful incentive HiBizeg 
to regularize their own industries and employment. Neither of these is # 
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ott complete and final remedy; but because we cannot do everything is no reason 
ade HS 1 we should take a supine attitude and do nothing. 
tom Either a plan of unemployment reserves or one of unemployment insur- 
nie nce will help to break that vicious circle of planless management, irregular 
iyed work, fear, loss of purchasing power, and more unemployment from which 
that we have been suffering. Either one is a step in the right direction and it be- 
ard comes only a question of how rapidly and how far we are willing to go. 
atic This much is certain, that we shall learn a great deal about it as we go 
Ut ES slong. If unemployment is not now capable of statistical treatment and of 
me: HS reasonably accurate prediction, it may become so after some years of ex- 
the perience. If it is true that western civilization cannot survive another great 
abor war, it may also be true that unless we do something now our cherished in- 
ods stitutions may not be able to withstand another depression like the present. 

Paut H. Doveras.—I should like first to discuss Mr. Meriam’s conten- 
| the HRS tion that a system of unemployment insurance would still further accentuate 
most HES the disparity between the production of producers’ goods and consumers’ 

goods during periods of prosperity, disorganize the bond market by the forced 
jastt HS |iquidation of securities during periods of depression, and fail in general 
ould to produce at such times the additional monetary purchasing power which will 
Ot in lessening the depression. 

Mr. Meriam assumes that the funds invested in periods of prosperity by 
ot it FS the unemployment insurance funds and drawn from the diminished con- 
y to sumption of the workers would be entirely invested in government bonds 

and would thus release equal quantities of liquid funds for other forms of 
€m He investment. This would be partially true if the governmental authorities 
ul as displayed the same complete lack of intelligence which Mr. Meriam as- 
theit JR umes, although even here the decline in the demand for consumers’ goods 
would interpose some check upon the quantity of producers’ goods which 
arity HR would be demanded while a wise open market and rediscount policy on the 
inno HS part of the Federal Reserve Board would also restrain undue expansion. 
| Un: He But with a little foresight there would be no necessity that what Mr. Meriam 
and TRS fears should occur. A part of the unemployment reserves accumulated during 
other TAB the period of prosperity could and should be impounded in the form of gold 
and removed from circulation by depositing it in the vaults of the Federal 
vack HP Reserve banks and arranging that it should not be used to increase the cash 
our 


balances or deposits of any bank. This would of course decrease the ca- 
pacity of banks to expand their loans. Since the volume of credit which 
is created is from eight to ten times its gold base, it would only require 
the sterilization of from 10 to 12.5 per cent of the unemployment reserves 
to neutralize the maximum effect which the accumulation of such reserves 
might have in stimulating the development of capital goods. Any portion of 
the reserve which was sterilized above these amounts would therefore ex- 
ercise a net restraint upon loans and hence upon the volume of investment 
in capital goods. If as much as one-quarter of the reserves were to be neutral- 
ized in this fashion, then there would be a very distinct check imposed upon 
the loans for the purpose of producing capital goods. It is true that such a 
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policy as this would involve the loss of interest on the funds thus with. 
drawn from circulation. But the unemployment insurance funds should ng 
be run as a purely commercial enterprise. They should instead be manage 
so as to take their part in the interwoven set of institutions and policig 
which are needed to help diminish business depressions. 

Mr. Meriam is also, in my opinion, much too fearful and too literal aboy 
the effect which the liquidation of these reserves would have upon the bonj 
market. Even if the bonds were to be sold in the open market, the extragp. 


dinary degree to which recent government issues have been oversubscribed imme ¢2U5 
would indicate that the banks, whose reserves are certainly ample at suche taus 
times, would be far more willing to absorb them with their unutilized fund fii ™2) 


than many would have us believe. But here again there would be no neces 
sity for such open market sales actually taking place. The amounts in. 
pounded in the sterilized deposits could be paid out first. Then all tha 
would be needed in the case of the government bonds would be a slight ameni. 
ment to the Federal Reserve Act which would permit the insurance fund jim )2v' 
to deposit them with the Federal Reserve banks and receive in return eithe 
a loan or Federal Reserve notes. These sums would then be paid out ia 


benefits which would directly increase the monetary purchasing power offi ™eD 
the unemployed and build up the demand for consumers’ goods and hence im} © 
in part for producers’ goods as well. This, if we may judge from experience imme ‘2!- 
would tend to be a far more effective policy for the Federal Reserve bank (ime ‘ts 
to pursue during a depression than open market operations with the banks iim tow 


For the net result of the policy of purchasing government bonds from th 
banks seems merely to have been to increase the cash reserves of the bank 
and this does not stimulate industry unless it results in increased loam 
which thus far at least, it certainly has not done. The policy here advocate 
however, would directly put monetary purchasing power into the pockets of 7 
people who otherwise would not have it and hence would constitute a fore (mm te 
for recovery. The fallacy in Mr. Meriam’s analysis seems to be that h(a 5 


assumes the monetary purchasing power to be at any one time a fixed quantity bac 
incapable of addition or diminution. Instead of that it is a variable which cn fame "el 
be altered under different systems of control. the 
The conclusion would seem clear therefore that unemployment insurance, as | 
in addition to providing a better flow of income through time, and a pooled wil 
protection against risk, can also be used under proper management to lessa fim 
the violence of business fluctuations and hence provide a net stabilizing effec. Th 
But it is obvious that this can be done far more effectively if there is ox bui 
pooled reserve for a state than if there are a multitude of separate aul of 
sovereign plant funds. It is along these lines that unemployment insurance she 
can be of the most aid in decreasing unemployment, and I agree with bot eh 
Mr. Meriam and Mrs. Burns that the added stimulus given to individu thi 
plants to stabilize will not be great. the 
There is a further way, however, in which unemployment insurance wil i 'S 
probably tend to lessen business depressions and that is the stimulus whid loc 
it will give to greater spending by those who continue to be employed. I 
0 


was a familiar fact during the first year and a half of the depression ths! 
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withMsavings bank deposits were increasing. This was in part due of course to 
ld not fee the transfer of funds from more speculative purposes. But it was due also 
to the fact that when men see their fellows losing their jobs all about them, 
they realize that the blow may fall upon them at any moment and that 
if and when it does the only protection which they will have will be their indi- 
vidual savings buttressed by public and private charity. They therefore nec- 
essarily cut down on their expenditures and put more money into the banks in 
a frantic effort to accumulate as large a stake as possible. Now this would 
cause no harm if the world behaved as most of us were taught and in turn 
taught others. For the deposits flowing into banks were presumed to flow 
majestically and synchronously out in the form of investments. The demand 
for consumers’ goods was, it was true, decreased but the demand for pro- 
ducers’ goods was commensurately increased so that the workers displaced 
from the former occupations were presumed to find their place in the latter. 
But this naive view has been well exposed by Wicksell and Keynes. As they 
have well shown, during periods of depression banks decrease their invest- 
ments. The increased savings move therefore into the banks and are in large 
part immobilized there without getting out into circulation again as invest- 
ments. The demand for consumers’ goods is decreased and unemployment 
is created, but there is no commensurate creation of employment in the capi- 
tal-producing industries. The provision of self-respecting unemployment bene- 
fits would diminish the fears which the employed workers would entertain 
towards the prospect of unemployment and hence would lessen their frantic 
personal savings at such times and increase the amount which they would 
spend upon current consumers’ goods. There would thus be a better balance 
between spending and saving and less unemployment would be created than 
is the case at present. 

There is a final point which I should like to touch upon which concerns 
the relation of adequate relief to insurance. If the unemployed when they 
have exhausted their maximum period of insurance benefit are then thrown 
back upon such humiliating, inadequate, and uncertain forms of charitable 
relief as are granted today, there will inevitably be a tendency to prolong 
the period of benefit so as to spare the workers from this experience for 
ranc, fam 2S long as possible. There will therefore be a danger that the insurance funds 
poole! will become fiscally insolvent. This would not be so great a calamity as let- 
less em ting the unemployed suffer but it should, if possible, be guarded against. 
effect The best way of protecting the fiscal solvency of the system would be to 


is on build up reserves of adequate relief which may buttress the front-line trench 
fe ani of insurance. The experience of England and Germany indicates that these 
orane should be of a dual character: (a) a period of emergency benefits, paid for 
h bot in large part by federal grants, which would carry those in need for from 
vidas! thirteen to twenty additional weeks; these sums should be paid out through 

the insurance machinery but they should not be automatic amounts but should 
~e wil instead be graduated according to the need of the recipients as determined by 
whid local committees; (b) after this period, the unemployed who were in need 
red. I should be transferred to outright poor relief which, however, should be far 


n thst more adequately financed than now. 
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The federal government should build up funds during periods of prog. 
perity both for such purposes as these and for a program of public works 
through earmarking a part of the income taxes on the upper brackets and ip- 
stituting a tax upon the excess profits of corporations. Since the vast ms- 
jority of these funds would otherwise be invested in capital plant, there 
would not be, even with the very worst handling of these funds, any appre 
ciable net increase in the amounts invested. The impounding of even a smal] 
proportion of these sums in sterilized cash reserves would therefore impart 
a net stabilizing influence. Then during the period of the depression, the 
creation of additional monetary purchasing power, in the fashion which I have 
already indicated for unemployment insurance, would certainly build up both 
the demand for consumers’ and for producers’ goods with the result that the 
amount of unemployment would be directly lessened. I may say also that 
our past failure to accumulate such a reserve does not free us from the sound- 
ness of such expenditures during the present depression. I would as a matter 
of fact favor liberal expenditures for these purposes to be met from a bond 
issue or a guarded issuance of Federal Reserve notes to be retired later when 
the period of depression is over and when governmental receipts once again 
exceed expenditures. All this would be in conformity with what seems to me 
to be the sound principle that while the government budget should balance 
over the period of the major cycle as a whole, there is no reason why it 
should balance in each and every year. The expenditures by the government 
should as a matter of fact move in an opposite direction from those of private 
business, expanding as the latter contracts and contracting as the latter ex- 
pands. 
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SESSION ON STABILIZATION OF INDUSTRIES 


STABILIZATION OF THE OIL INDUSTRY: ITS ECONOMIC 
AND LEGAL ASPECTS 


By Grorce Warp STockIne 
University of Texas 


Perplexed by the paradox of plenty, distressed by the realities of wide- 
spread want and acute suffering, harassed by the shrinkage of national 
income and the decline in general property values, confused by the 
failure of individualistic business control to assure stability to our 
economic mechanism, the business leader and the social philosopher are 
demanding industrial planning as a way out of the morass in which 
we are now floundering. Both have become doubtful of the adequacy of 
the invisible controls upon which we have hitherto so generally relied. 
Both have pointed the way out of our present economic confusion through 
the avenue of specific programs of social economic planning. As these 
general programs have been developed, some representing wide depar- 
tures from our traditional controls, at least one industry with resort 
only to institutional equipment of the traditional sort has proceeded 
with the task of setting its own house in order. The American oil indus- 
try, we have been told by the Federal Oil Conservation Board in a recent 
report to the President of the United States, gives indication of being 
the first basic industry to emerge from the world depression.* To what 
extent, by what means, and with what consequences has this end been 
achieved ? 

Before answering these questions, let us give brief consideration to 
certain geological and economic characteristics of oil production, which 
have an intimate bearing on the problem of stabilization. As regards the 
geological character of oil production, it will be remembered that oil is 
found in subterraneous porous rock formations in intimate association 
with gas and water. These substances have distributed themselves in their 


underground reservoir on a basis of their specific gravity and remain in a 


delicate condition of equilibrium frequently under great pressure. In a 
typical oil pool, gas is found in the uppermost part of the underground 
formation, oil beneath the gas, and water under the oil. Such a distribu- 
tion represents a geological unit. Scientific development of such an oil 
pool, designed to secure a maximum of oil at a minimum of cost, would 
take as its point of departure the geological unit—the oil pool. It would 
endeavor to utilize in the most efficient manner possible the expansion 
of the gas and the movement of the water as expulsive agents in oil re- 


_ *See Report V of the Federal Oil Conservation Board to the President of the 
United States, October, 1932, p. 1. 
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covery. The customary division of such a geological unit into arbitrary 
property tracts and their exploitation under a system of competition 
have constituted the major cause of waste in oil production. Such waste 
has been on a scale adequate to excite the admiration of the most profi- 
gate.” It has been a persistent and an almost ubiquitous concomitant of 
oil field exploitation. Free gas has been permitted to escape unutilized 
into the atmosphere; gas pressure, the major expulsive force, has been 
dissipated in an extravagant and reckless manner; and oil fields have 
been flooded and ruined through the premature encroachment of salt 
water. For these wastes individuals are not primarily to be blamed. 
Rather, the system is at fault. These wastes inevitably flow from the 
competitive mining of a migratory mineral which recognizes no property 
lines and transgresses the principle of ownership. They are the product 
of a system of exploitation based on the principle of robbery. 

The economic characteristics of oil production grow out of its geo- 
logical peculiarities. In the first place, the vagaries of chance, not the 
rational decisions of economic man, are the forces which bring capacity 
into existence. No modern industry affords such an attractive field for 
the speculator, the sportsman, the gambler. Although science has con- 
tributed much to oil finding, the determination of the precise location 
of an underground oil pool still remains a matter for the drill. While 
large companies with their corps of geologists and petroleum engineers 
are the dominating elements in oil production, the wildcatter in a relent- 
less search for liquid gold remains an essential though a dramatic and 
disturbing factor. Although the number of wildcat wells drilled bears 
a direct relation to the price of oil, their economic outcome, whether 
dry or producing wells, and their initial daily production remain a mat- 
ter of indeterminable chance. And finally, under a system of competi- 
tion, once a pool is discovered, whether the result of applied geology and 
petroleum engineering or the haphazard product of pure speculation, it 
must be exploited as rapidly as possible. Protective competitive drilling 
forces an increase in capacity with little regard to the economic condi- 
tion of the industry. 

A second economic characteristic of oil production is that capacity 
once called into being is driven into complete utilization by the irresist- 
ible forces of competition. This is the result of two factors: the fixed 
character of the investment in oil production, and the migratory nature 
of the mineral product. Oil production is an industry of relatively large 
fixed costs. The major investment is made in the process of drilling 1 
well. It is an investment of a highly specialized sort. Once made, it can 
neither be withdrawn nor utilized for other than the purposes for which 


* For a more complete discussion of this problem, see G. W. Stocking, The Oil In 
dustry and the Competitive System (Boston, 1925), Chaps. VII-X. 
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originally designed. This economic fact, coupled with the physical and 
geological character of an oil deposit—the disposition of oil to move 
through the pores of the underground rock once the equilibrium of the 
pool has been disturbed by the puncturing drill, and to move without 
regard to property lines on the surface—necessitates under a competitive 
régime production at maximum well capacity. As long as a well will 
flow under its natural pressure, it must be permitted to produce re- 
gardless of the price of oil.* Any return on the original investment is 
better than none. Since oil is migratory, should an individual operator 
choose to curtail or cease production awaiting a better price for the 
product, it is for the benefit of a competitor on an adjoining tract who 
will reduce the fugacious mineral to possession. Even in the case of pump- 
ing wells, once the pumping facilities have been installed, it pays to 
operate them at maximum capacity as long as interest on purely liquid 
capital, which represents but a small part of total investment, can be 
secured. 

In the light of its economic and geological characteristics, then, the 
oil industry promises to be recurringly plagued with overproduction. 
Paradoxically, oil may continue to be produced when it does not pay 
to produce it. The neat principles of theory are borne out by the stub- 
born facts of history. Despite continuous overproduction during the 
past decade, the speculative drive has persistently forced new capacity 
into existence; this has inevitably been translated into increasing an- 
nual output in the face of mounting stocks and a sharp downward trend 
in prices.* Chronic or recurring overproduction is a plague to any in- 
dustry. In the case of oil, by reason of the inelastic character of the de- 
mand for its major product, gasoline, the plague is especially virulent. 
The demand for gasoline is a derivative demand arising from a demand 
for motor transportation. The consumption of gasoline is apt to be more 
affected by factors exterior to the industry than by its own price. The 
condition of roads, the state of the automobile market, the general dis- 
tribution of purchasing power, the customary habits of the populace— 


*In a practical way this statement is true. Theoretically, the irreducible minimum 
income which the operator of a flowing well must receive to insure continued opera- 
tion must cover operating expenses together with interest on operating capital. But 
both of these items are relatively insignificant. The major expense would seem to be 
that of supervision. 

“Annual domestic output, of crude oil increased from 878,367,000 barrels in 1919 
to 1,007,323,000 barrels in 1929. Total of all stocks of crude and refined products in- 
creased from 196,185,000 barrels in 1919 to 689,166,000 barrels at the end of 1929, The 
price of 36° gravity Mid-Continent crude reached a peak of $3.50 per barrel in 1920, 
dropped to $1.50 in the early spring of 1921, and fluctuated within a 33 per cent range 
of that price until 1926. With a reduction in stocks in 1926 prices rose to $2.29. A sharp 
increase in output in the latter part of the year and during 1927 broke prices to $1.28, 
around which level they fluctuated until the downward trend was resumed in 1930. 
See Statistical Bulletin, American Petroleum Institute, March 26, 1931, Form 1 and 
The Oil Weekly, J anuary 31, 1930, pp. 64-65. Ibid., January 29, 1932, p. 42. 
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these would seem to be the major factors in determining the amount of 
gasoline consumed at any particular time.’ Although normal changes ip 
the price of gasoline will not greatly affect its consumption, they wil 
have a serious effect upon the profit possibilities of the industry. Un. 
controlled production of a raw material the demand for whose major 
refined product is inelastic, carries, as is well known, especially dis. 
astrous consequences. 

These several widespread influences, waste in the production of crude 
oil, capacity determined by the vagaries of chance, the necessity of utiliz- 
ing to its fullest extent capacity once brought into existence, the diff- 
culty of increasing total consumption through the avenue of price re. 
duction, have pointed for some time to the establishment of a program 
of control for the oil industry. Until relatively recently the existence of 
waste, although a matter of great concern to the conservationists un- 
easy about the future oil supply, did not greatly trouble the leaders of 
the industry. Immediately preceding, during, and following the World 
War, with a rapid expansion in the use of oil-consuming devices, de- 
mand ran somewhat ahead of supply. Under these conditions, despite 
the tremendous burden of unwarranted overhead and the reckless waste 
of a limited natural resource, the industry prospered. Even then, ev:- 
dence of its fundamental unsoundness was not lacking. The rugged in- 
dividualists of the industry, however, looked with suspicion upon the 
suggestion that anything should be done about it. For long they were 
content to solve the problem of waste by denying its existence. The in- 
dustry, fearful of governmental interference, sought to cure itself by 
the methods of homeopathy. For competitive ills, competitive pills. As 
late as 1925 we were assured by the Committee of Eleven of the Ameri- 
can Petroleum Institute that avoidable waste in the industry had been 
eliminated; that there was no danger of petroleum shortage in America; 
that the industry, if left unfettered by restrictive government regulation, 
would continue to supply the country with petroleum in quantities ade- 
quate to meet the essential needs of industry; that, to achieve this end, 
the industry must be left to the free play of the forces of competition.’ 
And that was all. 

Eventually mounting stocks and a weakened price structure seem to 
have raised an honest doubt in the minds of the leaders of the industry 
as to the efficacy of repeated homeopathic doses of competition as a 
remedy for its ills. Apparently they were made to see what they prev: 
ously had denied the existence of—waste in oil production. Light seems 


* For a more complete discussion of the character of the demand for gasoline, set 
Stocking, op. cit., pp. 83-84. : 
*See American Petroleum, Supply and Demand, a Report to the Board of Di- 


rectors of the American Petroleum Institute by a Committee of Eleven Members of 
the Board (New York, 1925) pp. 3-5. 
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to have dawned as the Greater Seminole field of Oklahoma spouted its 
food of oil onto an already distressed industry. In October, 1926, the 
Greater Seminole field with only 37 wells completed had a daily produc- 
tion of $1,000 barrels. By August 9, 1927, 600 additional wells had been 
drilled and daily output had increased to 527,400 barrels. Meanwhile the 
price of 86° gravity Mid-Continent crude had dropped from $2.29 per 
barrel to $1.28. During this period a system of control of output was 
developed and applied to the Seminole field. It was a product of economic 
distress, not of economic statesmanship ; it was a measure of desperation, 
not a manifestation of social vision. It was created, however, in the name 
of conservation. Since then, under the same banner, the program has 
been carried steadily forward until by the close of 1931 oil production 
had been brought under effective control. 

The method by which output has been brought into harmony with 
consumption is known as a program of proration. At the outset the 
program was voluntary and local in character. It has since become 
nation-wide in scope and has had the authority of various state con- 
servation agencies thrown behind it. Although its details have differed 
from time to time and place to place, its basic characteristics have under- 
gone such slight modification that fairly accurate general description is 
possible. The program as practiced in Texas is typical. Until modified by 
recent changes it involved the creation of an extralegal, voluntary, 
central proration committee for the state, composed of representatives 
of the oil operators, whose function it was to determine the market out- 
let for crude oil for a specified period of time. This amount, which be- 
came known as the “allowable,” represented the total number of barrels 
which pipelines and purchasing companies, canvassed for the purpose, 
had indicated a willingness to purchase from the various pools of the 
state at existing market prices during the specified period. After the 
allowable for the state and the various pools had been determined, the 
Railroad Commission of Texas conducted open hearings in which expert 
testimony was introduced for the purpose of proving that if production 
were not cut to the proposed figure, physical waste would ensue. The 
Commission then issued proration orders allocating an allowable output 
to the various pools of the state. Where testimony regarding the amount 
of oil which might be produced without waste in a particular pool was 
contradictory in character, the Commission was the final arbiter as 
to the amount which might be allowed. After the Commission’s orders 
had been issued, this determined allowable for particular pools was pro- 
rated to the various producing units upon some agreed basis—by an 
umpire hired and paid for by the operators and a local, voluntary, 
supervisory committee created for the purpose. Such, in brief, was the 
proration machinery as it had developed in the state of Texas by the 
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close of 1980. Since that date, although in response to court attack and 
additional powers bestowed by legislation upon the Railroad Commission 
the machinery has been modified somewhat and its administration taken 
over by the Railroad Commission, its basic characteristics and major 
aim—the control of output—remain little changed. Similar machinery 
directed towards a similar end had been created in the other major 
oil-producing states by the end of 19380." 

As an instrument for the adjustment of oil production to the demands 
of consumers of oil and its products, the machinery had its defects. Un- 
fortunately, this land has been rather continuously cursed by a surplus 
of refining capacity.* This surplus has become increasingly embarrassing 
during the last decade. In 1930 the output of all refineries in the United 
States represented only 74 per cent of the rated daily capacity of all 
plants operating at the end of the year, and this despite an all-time 
record in the domestic consumption of gasoline and an all-time record of 
gasoline in storage. Refineries, anxious to cut down an unwarranted 
burden of overhead, were willing to purchase crude oil in excess of mar- 
ket requirements for refined gasoline. This was particularly true of re. 
fineries located in the vicinity of flush-production fields, for they could 
apparently show a satisfactory profit by operating at full capacity on 
low-priced crude even though forced to undersell the market with their 
low-priced gasoline. An increasing supply of so-called “bootleg gasoline” 
appearing on the market in recent years is a reflection of this situation.’ 
But bootleggers were not the only offenders. Refineries in general 
through their willingness to buy sufficient crude to operate as nearly as 
possible at full capacity have been producing gasoline in excess of mar- 
ket requirements during this period of surplus oil output. In recent 
years the wholesale and retail market situation for gasoline has cus- 
tomarily presented a picture of instability and frequently of demoraliza- 
tion. State-wide proration of crude oil based on market outlet for the 


* By this time similar proration machinery had been established in Kansas, Okle- 
homa and California, producing with Texas in the aggregate approximately 85 per 
cent of the total domestic output. The above description of the Texas proration ma- 
chinery and the manner in which it worked is based upon mimeographed material se- 
cured from the technical adviser of the Central Proration Committee and “5 per 
sonal observation through attendance at numerous open hearings conducted by the 
Texas Railroad Commission. For a description of the proration machinery set up in 
Oklahoma, see “Brief for Appellant Champlin Refining Company in the Supreme 
Court of the United States,” October term, 1981, Docket No. 485, Champlin Refining 
Company v. Corporation Commission of the State of Oklahoma, pp. 10-18. 

® For a discussion of overexpansion in the refining branch of the oil industry, se 
Edward C. Petty, Developments in the Petroleum Refining Industry as Related t 
Overproduction of Crude Oil (University of Oklahoma, 1931). 

*The term “bootleg gasoline” as here used refers to gasoline which finds its way 
to the market through other than the well-established channels by marketers who re- 
fuse to follow the lead of the large organizations in matters of price. The term is als 


used in other connections to refer to gasoline on which payment of the state gasoline 
tax is evaded. 
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crude product proved inadequate as a stabilization measure. Its defects 
challenged the ingenuity of the leaders of the industry. They were not 
found lacking. Two steps were necessary. First, determination of total 
domestic demand for refined gasoline and of the supply of crude oil 
necessary to yield this determined amount under current refining meth- 
ods, and, second, co-ordination of action among the several major oil- 
producing states in their proration endeavors. The former was achieved 
through the establishment of a Voluntary Committee on Petroleum Eco- 
nomics by the Federal Oil Conservation Board and of a similar committee 
by the American Petroleum Institute. These committees, acting sepa- 
rately, have issued reports at regular intervals, analyzing the market 
situation for oil and gasoline, estimating the probable demand for 
gasoline, and indicating the amount of crude oil necessary to meet these 
requirements. The Voluntary Committee of the Federal Oil Conservation 
Board has gone so far in past reports as to indicate the proper alloca- 
tion among the major producing states of the total oil to be produced. 
Meanwhile, the proration machinery was extended so that it might more 
adequately fulfill its function in the light of the more complete informa- 
tion it possessed regarding probable oil requirements. The activities 
of the major producing states were co-ordinated through the instru- 
mentality of an Oil States Advisory Committee set up in the spring of 
1931 and representing ten of the major producing states. Since April, 
1931, this committee has periodically forecast demand, recommended 
state quotas of production, and “effectively co-ordinated efforts towards 
national stabilization.”*° Moreover, if the hopes of the industry and of 
the Federal Oil Conservation Board are realized, the work of co-ordina- 
tion of the proration activities of the several states will be permanently 
provided for by the setting up of an interstate compact to be authorized 
by Congress under power granted by Article 1, Section 10, Clause 8, 
of the Federal Constitution. An organized movement for the enactment 
of such a measure is now under way. Under such a compact, in the lan- 
guage of the Federal Oil Conservation Board, the oil-producing states 
will be “authorized to collectively exercise their police power in trust 
for the Nation.’”* 

By such means an industry long buffeted by the violent and changing 
winds of competition has been guided by state aid into the protective 
haven of monopoly. The sailing has not always been easy, it is true. 
Confronted by an unexpected spout of oil from the flush production 
of the newly discovered East Texas and Oklahoma City pools, oil pro- 


* See Federal Oil Conservation Board, op. cit., p. 19. 
"Federal Oil Conservation Board, op. cit., pp. 22-23. Interstate compacts of the 
general sort upon which the proposed Oil States Compact is to be patterned have 


hitherto been authorized by Congress, involving in the aggregate forty-four different 
states. 
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ration agencies, acting as pilots to a storm-tossed and distressed jp. 
dustry, have at times found shipwreck imminent. It has been avoided 
however, by assistance promptly rendered by the governors of Oklahony 
and ‘Texas in calling out the state militia and forcing a temporary 
though complete shutdown in both fields. Nor has martial law alo 
been adequate. On two occasions when court injunctions had temporarily 
tied the hands of the State Railroad Commission, an emergency session 


of the Legislature of ‘Texas was called for the purpose of enacting legis. Hy "8° | 
lation broadening the oil-regulating powers of the State Railroad Com. HP" 
mission. 

Because the oil industry is not wholly an American enterprise, two weak 
other steps have been deemed essential to make the proration machinery of ga 
really effective. Through the efforts of the independent producers, who Iam °°" 
have alleged that the proration endeavors of the industry have bee stabi 
nullified through increasing importations of crude oil and refined prod- Te 
ucts, a tariff on crude and its major products was included in the recent outp 
“Bill-which-Balanced-the-Budget.””? Through the efforts of the leaders withi 
of the companies operating on a world-wide basis, the general principle has | 
of “stabilization . . . by reciprocal engagements to respect relative posi- total 
tions as regards exportations” was agreed upon at the international crud 
oil producers’ conference in Paris this summer and a somewhat flexible level 
quota plan was adopted designed to insure uniformity of action with —_ 
regard to price changes and to adapt world production to changing thres 
conditions of demand.** 

As the industry has pursued with unceasing vigor the goal of control _— 
of output, it has simultaneously endeavored to standardize its domestic it 
marketing practices by means of a marketing code drawn up by the - 
industry and approved by the Federal Trade Commission. The code, See ( 
comprehensive in character, condemns as unsound and uneconomic the cal 
practices of lending or leasing gasoline pumps, subleasing sites for serv- ody 


ice stations at reduced rentals, granting credit for installation of equip- Insti 
sligh 
in th 
pani 


* The bill provides for an import duty of one-half cent per gallon on imported 
crude, two and one-half cents per gallon on imported gasoline, and four cents per 
gallon on imported lubricants. Since the bill also provides for an internal excise tax 
of one cent per gallon on gasoline, the net protection to gasoline is one and one-half 
cents. The tariff on lubricants is designed to compensate for a domestic excise tax 
of a corresponding amount. It seems unlikely that these duties are high enough to 
shut out all imports, and there is little doubt that the movement for adequate pro 
tection will be carried further. Since we are a net exporter of crude and refined prod- 
ucts, the tariff of itself will have little effect on domestic oil prices. It will, no doubt, 
contribute considerably to the decline in American exports, since low-cost foreign 
crude and gasoline formerly competing effectively with the higher-cost American 
product in the Atlantic Coast area will tend to replace the American product abroad. 
In 1925 American exports of gasoline represented 72 per cent of the total foreign 
trade in gasoline; in 1931 they represented only 38.6 per cent. This trend will u- 
doubtedly be accelerated by our new tariff policy. On the other hand, the tariff does 
contribute to the effectiveness of domestic proration. 

* See Oil and Gas Journal, July 28, 1932, p. 11. 
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ment, selling gasoline from tank-wagons to trucks or other motor vehi- 
cles, and deviating from the posted price of gasoline by means of secret 
rebates, allowances, bonuses, concessions, unusual credits, scrip books 
or any other plan, device, or scheme which may directly or indirectly 
permit the buyer to obtain gasoline or kerosene at a net price lower than 
the posted price. Whatever may have been the aim of such standardiza- 
tion of marketing practices, the motives that prompted it, or the bless- 
ings that flow therefrom, it obviously represents an interference with 
price-affecting activities and it makes more certain the maintenance of 
a uniform price policy by the oil companies subscribing thereto. It 
weakens the effectiveness of competitive forces in determining the price 
of gasoline. Together with proration it translates control of output into 
control of price. It makes possible the attainment of the business goal of 
stabilization.” 

To what extent has this goal been realized? Average daily domestic 
output has been reduced from 2,950,000 barrels to 2,100,000 barrels 
within a period of three years. More important, average daily production 
has been reduced below average daily consumption with the result that 
total stocks have been reduced by about 11 per cent. Mid-Continent 
crude oil prices at the end of the first half of 19382 were over twice the 
levels of a year previous and five times the low of 1931. The f.o.b. Gulf 
terminal price of 65 octane gasoline has increased from slightly over 
three cents per gallon to slightly less than six cents within a period of 
about a year, and a downward trend in retail gasoline prices has been 
sharply reversed.** What other major industry can boast a similar 


“The code was approved in the late summer of 1929. The machinery for its ap- 
plication to the industry includes a national committee, six regional committees, and 
subcommittees for states and districts with membership running into the hundreds. 
See Oil and Gas Journal, August 15, 1929. By December 12, 1929, it was announced 
that over five thousand signatures had been secured to the code and that the bulk of 
gasoline was being sold under code agreements. See Oil and Gas Journal, December 
12, 1929, p. 41. Early in 1981 it was announced that the Federal Trade Commission 
had withdrawn its approval of the code. Upon application of the American Petroleum 
Institute, reapproval was extended pending hearings. On June 12, 1931, the code with 
slight modifications was reapproved by the Commission. The code is now under fire 
in the state of Texas, ouster proceedings having been begun against the major com- 
panies subscribing to it. 

* Joseph E. Pogue, a leading professional petroleum economist and engineer, con- 
tends and endeavors to prove statistically that proration has been ineffective as a 
price control measure. (See “Economics of the Crude Oil Potential in the United 
States,” International Petroleum Technology, March, 1931, pp. 24-27). Pogue estab- 
lishes the fact that during the period of price decline from 1920 to 1926 there was a 
close correlation between price movements and changes in oil inventory. Since 1926 
this correlation has not existed. With but little change in stocks, expressed in day’s 
supply, the price trend has been sharply downward. Pogue explains this discrepancy 
in terms of the building up of large potentials; i.e., oil held artificially underground 
through the application of a proration program. Pogue regards this potential as an 
underground inventory with the same sort of influence on price that above-ground 
inventories exert. In the more common language of the economist, it represents supply 
hanging over the market. By regarding this potential as accumulated stocks, Pogue’s 
analysis indicates a continued correlation between price movements and storage in 
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record? Third-quarter earnings of the oil companies show commendabl 
progress. Although some oil companies have passed their dividends, most 
remain on a dividend basis. Some continue to pay the regular dividends of 
the era of prosperity. Some are even declaring extra dividends. On the 


the period from 1926 to 1930. He concludes, therefore, that a proration program 
which permits the building up of underground potential must be a failure as a price 
control measure. Despite its appearance of statistical precision, Pogue’s analysis js 
not altogether convincing. Nor is it essential to an adequate explanation of actu 
price behavior. During the period from 1926 to 1931, when proration was still in ap 
experimental stage and new fields of importance were being developed, proration was 
an ineffective measure of price control because of the instability and uncertainty of 
the program. Despite proration throughout most of this period, daily oil production 
was on the increase until the close of 1929 and stocks continued to mount althoy 
less rapidly than in the previous period. At any time during the later period it seemed 
likely that proration would break down completely. Had it done so, potential pro. 
duction would have become actual inventories. Potential output in this sense and 
during this period in reality represented supply hanging over the market. Before the 
close of 1931, however, it became evident that proration, despite the threat of the 
East Texas and Oklahoma fields, was to be made to work. When that fact was e;- 
tablished, the price trend was sharply reversed. So much for the facts. 

The chief shortcoming of Pogue’s analysis is that he assumes competition in the 
production and sale of crude oil. A proration program based on so-called market out- 
let obviously represents monopoly rather than competitive control, and in this instance 
monoply control with the power of the state behind it. So long as you have such 
arbitrary restriction of the amount of crude oil which is permitted to flow on to the 
market, price will inevitably be affected. Any monopolist may have a tremendous re. 
serve of capacity and raw material; but so long as this reserve is not permitted to 
become supply, it will have no influence on price movements, except to the extent that 
the breakdown of the monopoly is anticipated. An excellent analogy is afforded by 
the German potash industry. For more than a quarter of a century under a cartel 
control, output and price were effectively regulated under a quota system. During 
all this period capacity to produce potash through the sinking of new mines and the 
extension of old was tremendously increased. In 1909, when the cartel agreement ten- 
porarily broke down and it seemed that potash “potential” would be converted into a 
supply of potash, prices dropped almost 50 per cent. When the cartel agreement was 
re-established through state intervention and output was once more effectively re- 
stricted, prices promptly rebounded despite the continued existence of a large “po 
tential.” 

It is possible, of course, that economic pressure might be transmitted into political 
pressure for the abandonment of proration. The discovery of new fields with increase 
in “potential” might serve to increase the severity of such pressure. If proration were 
to break down in the face of such circumstances, “potential” would obviously exert a 
very serious influence upon price. Likewise, so long as the rate of production of 
crude oil is effectively curtailed, even in the face of increased capacity to produce, 
such curtailment must have and, in truth, has had a very considerable influence upon 

rice. 
, It may be objected by some, who will grant the validity of the foregoing criticism 
of Pogue’s analysis, that proration is nevertheless self-destructive as a price control 
measure; that it will break down in the same way and for the same reasons that other 
artificial price control measures have collapsed. It may do so, as suggested in the last 
paragraph of the foregoing analysis. There are, however, some outstanding differences 
between this venture in price control and others which have failed. British rubber re- 
strictions, for example, defeated themselves because they contributed very greatly 
towards an expansion in the plantation rubber industry. But oil is not a plantation 
industry, Higher prices may result in greater efforts to find oil, but not necessarily 
in greater findings of oil. Of course, a more intensive search for oil may result in the 
development of new capacity to produce oil. Meanwhile, however, existing capacity 
will have been reduced through the natural exhaustion of present fields. Should new 
discoveries increase total capacity, whether or not this would contribute towards the 
breakdown of proration would depend in considerable part upon where the new dis- 
coveries are located and by whom controlled. Obviously, great oil discoveries in areas 
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hole, their record would seem to afford a basis for the Federal Oil Con- 
ervation Board’s claim that the oil industry is the first major industry 
o emerge from the depression. 


he Of course, these developments have involved a higher price for a 
» roduct which a motorized age has made a necessity of life. They have 
7 lso involved collusive action on an interstate basis among oil producers 


nd state conservation agencies. Nevertheless, they are acclaimed as an 
chievement of the first rank in the field of industrial control. What a 


as ew years ago would have been viewed as a criminal violation of existing 
> nti-trust statutes, federal and state, is now regarded as an act of 
gh conomic statesmanship. What is the meaning of it all? 


If we may believe the leaders of the industry, output restriction, price 
advance, and profit increase, although good in themselves, have been 
he incidental consequences of a broader and more public-spirited pro- 
ram. They are the by-products of a program of conservation and 
aste elimination. The oil men have reversed the dictum of Adam Smith. 
By consciously endeavoring to promote the public welfare, they have 
furthered their own selfish interests. So we have been told through press 
and public forum. Let us, then, examine briefly the achievement of pro- 
ration as a conservation measure. It is true, as pointed out at an earlier 
point in this discussion, that uncontrolled production may mean the 
premature drowning of pools by the rapid infiltration of underground 
water; it may mean the wasteful dissipation of gas pressure essential 
for maximum recovery. It does not follow, however, that the application 
of an arbitrary program of proration which limits total output to “mar- 
ket demand” and distributes it among the various pools and wells on a 
basis of their potential means conservation. The results are, in truth, 
more likely to be to the contrary.** Where conservation—that is, in- 


not now subjected to proration, would endanger the whole program. Therein lies a 
distinct weakness of the present plan. Thus far California’s proration is largely volun- 
tary in character. Failure to develop a plan of the State Compact sort which will in- 
clude all producing states, will obviously contribute towards the instability of the 
whole program. (It should be pointed out that the domestic program may be made to 
operate independent of the foreign situation behind a tariff wall with restriction of 
output to the domestic market.) It must be admitted, however, that the whole proration 
machinery as now established is in delicate balance, the equilibrium of which might 
at any moment be disturbed. For example, the withdrawal of Texas militia from East 
Texas under Supreme Court decision on December 12, 1932, threatened the disruption 
of the entire program. It was avoided by a complete shutdown of the entire field on 
December 17 for a period of two weeks. This instability of the proration program has 
been reflected in a weakening in the price of crude oil and of gasoline. 

*In pools where the major expulsive agent is gas, given a scientific spacing of 
Wells, maximum recovery is more likely to be obtained with an unrestricted flow, This 
is true by reason of the fact that gas, which is either dissolved in oil or is in a free 
state above the oil, upon release of pressure tends to slip through the pores more 
readily than the oil. Curtailment of flow is therefore apt to be more effective in re- 
tarding oil output than gas output. The oil is more likely to remain behind, This is a 
matter subject to determination by experimentation with gas-oil ratios. 

In those rarer instances where water drive is the expulsive factor, the situation is 
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creased ultimate production—is obtained, it is largely a fortuitous fy, 
ture of the program. In the language of the lower federal court ; 
MacMillan v. Texas Railroad Commission, conservation must be te 
garded as only an “accidental incident” to such a program of pp. 
ration.” 

Although such incidental consequences may not have been infrequen, 
the major wastes of the oil industry continue but little abated. Cy. 
trolled rate of production has contributed in some instances, no douby, 
towards a more efficient utilization of water pressure and has increasg 
the ultimate production of particular fields; but because the basis ¢ 
operation remains the property tract instead of the geological unit— 
the oil pool—gains in this direction have been but slight and widespreai 
waste continues. Thus on October 31, 1930, the latest date for whic 
data are available, out of a total daily production of 2,045,828,0m 
cubic feet of gas incidental to oil production in Texas, 467,7538,00) 
cubic feet of raw gas were directly wasted into the atmosphere anj 
595,562,000 cubic feet were wasted after the gasoline content had bee 


mainta 
which, | 
derives 
in the ¢ 
demanc 


extracted. Total figures for other states are not available, but th But 
Oklahoma Corporation Commission estimates that the Oklahoma CityfMme have bi 
field alone is wasting about 203,000,000 cubic feet of residue gas daily, as 4 m 
The fuel equivalent of this daily wastage of gas expressed in terms offm™m tributi 
coal is approximately 58,000 tons. More important is the fact that {im merely 
under a genuine conservation program with a unified system of produc fim leading 
tion virtually all of this gas could be used for repressuring purpose fm anne. 
with a tremendous although indeterminable increase in ultimate recovery. fame /arge. - 
As daily output in East Texas has been restricted from approximately fim Who he 
the ma 

likely to be reversed. The water, being heavier than the oil, is found beneath it the F 
Under hydrostatic pressure the water drives the oil before it. But water, too, slips - : 
through the voids of the rock more readily than oil. In its enthusiastic endeavor to rising 
escape along the line of least resistance, it is apt to “bypath” and leave behind tk “s 
more sluggish oil. Curtailment in rate of flow retards this ee It should be ae 
emphasized, however, that in cases of water drive not all wells should be treated alike stable | 
to keep this tendency to a minimum. A proration program which sets up an arbitray Let 
basis for per-well allowable is at best but a quasi-conservation measure. And of equi , 
importance with rate of flow as a step towards conservation is scientific well spacing, chasin; 
matter which proration ignores entirely. ble ori 

It should be observed that the foregoing discussion of proration as a conservation sas 
measure is quite inadequate. Lack of space necessitates that it be so. It should appro} 
added, also, that by reason of court interference and a desire to protect more aie conteil 
quately correlative property rights, the basis of proration has changed from time te 
time and from pool to pool. The drift has been away from a reliance on a flat per It rep 
well allowable or a per-well allowable on a basis of potential to the utilization of mor eeene 
scientific formulas in determining per-well allowable, as for example, acreage, botton- i 
hole pressure, sand thickness, gas-oil ratios, ete. On the whole this drift is in the ¢- To the 
rection of conservation. The principle of conservation, however, has been s0 ct undist 
tinuously and so effectively compromised for the protection of vested rights and th ja 
maintenance of the price of oil that waste in the industry continues to bulk large. — 

* Alfred MacMillan et al v. The Railroad Commission of Tewas et al. In the dir my 
trict Court of the United States for the Western District of Texas. Austin Divisio ™ Mi 
No. 390 Equity. * Fe 
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a million barrels per day to 825,000 barrels, the number of producing 
wells has increased from 1,625 to over 9,000** with an increase in de- 
yelopmental cost well over a hundred million dollars. The most striking 
comment that can be made with any degree of accuracy about such a 
program as @ conservation measure is that it has increased tremendously 
the cost of producing oil in this field. Verily, as a conservationist, the 
industry has been straining at a gnat while swallowing a caravan of 
lusty camels. Behind a smokescreen of conservation it has effectively 


: carried through a program of price fixing. In the language of the Dis- 
of trict Court of the United States for the Eastern District: “Under the 
_ B® thinly veiled pretense of going about to prevent physical waste the Com- 
fe mission has, in co-operation with persons interested in raising and 
RY maintaining prices of oil and its refined products, set on foot a plan 
fae which, seated in a desire to bring supply within the compass of demand, 
ae derives its impulse and spring from and finds its scope and its extent 


in the attempt to control the delicate adjustment of market supply and 
demand, in order to bring and keep oil prices up.”’”® 

But as the economic depression has deepened, the claims for proration 
have broadened. It is defended not only as a conservation measure but 
as a means of lifting the oil industry from depression and thereby con- 
tributing towards general economic recovery. The oil industry has not 
merely pointed the way out of our economic morass; it is said to be 
leading the procession. Nowhere have I seen a detailed analysis of the 
manner in which prosperity in oil is to be communicated to industry at 
large. At best the statement represents an uncritical assertion by those 
who hope it may be true. Suggestions have been made, however, as to 
—{ the manner in which these results are to be achieved. In the language of 
the Federal Oil Conservation Board, “The effects of the industry’s 
rising purchasing power are beginning to be felt. They will be further 
manifested during the fall and winter if production can be kept on a 
stable basis.”?*° 

Let us subject this statement to closer scrutiny. This increased pur- 
chasing power in the hands of a particular group has been made possi- 
ble primarily by higher prices for gasoline. It has been at the expense of 
approximately 26,000,000 users of automobiles in America. It has been 
contributed in small bits by practically the entire American population. 
It represents a transfer of purchasing power from the man of little 
means and its concentration in the hands of the man of large means. 
To the extent that it remains in the treasuries of the large corporations 
undistributed as dividends, it may serve to complicate further an already 


*9,072 as of December 2, 1982. 
» MacMillan et al v. The Railroad Commission of Texas, op. cit. 
* Federal Oil Conservation Board, op. cit., p. 1. 
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confused situation in the oil industry by contributing to a further ey. 
pansion of an industry whose chief ill is overexpansion. To the exten} 
that it is paid out as dividends, it tends to swell the purchasing power 
of those who have at the expense of those who have not. It thereby serves 
to retard recovery from a depression one of whose major causes, at 
any rate, has been oversaving occasioned by a maldistribution of na. 
tional purchasing power. As a means of general economic recovery, 
stabilization of the oil industry is likely to prove a delusion and a snare, 

Despite this fact, we seem to have launched irretrievably upon a pro- 
gram of control for the oil industry. Not only has this program the 
support of the industry under whose leadership it has been established, 
but as previously stated, it has been given legal status by legislative 
enactments. In a number of states its administration has been taken over 
by state conservation agencies. The influence of our national government 
has likewise been placed behind it. More important still, it has had the 
stamp of legality placed upon it by a recent decision of the Supreme 
Court of the United States. In Champlin Refining Company v. Corpora- 
tion Commission of the State of Oklahoma et al, a case involving in- 
directly the legality of the whole Oklahoma proration scheme, the Sv- 
preme Court in a unanimous decision handed down on May 16, 1982, 
held that the orders of the Corporation Commission were not issued for 
the “purpose of fixing the price of crude oil nor have they had that 
effect,”** that on the contrary they represent an appropriate exercise 
of the Commission’s power to prevent waste in the production of oil 
for the protection of the correlative property rights of the owners of 
a common underground pool of oil. 

Space will not permit a complete analysis of the reasoning by which 
the Supreme Court came to this striking decision. It should be pointed 
out, however, that the Court was much impressed by the fact that the 
price trend had been downward throughout virtually the entire period 
in which proration had been in effect. That fact is in no way in cor- 
tradiction with the analysis which has been made in the foregoing pages. 
It has been pointed out that proration was the child of economic dis 
tress. It was instituted in the face of expanding petroleum production 
and declining prices. It was first applied locally. In the face of con- 
tinuing distress of the same sort as called it into being, the program 
has been expanded and perfected. By the end of 1980, when its ten- 
porary success had permitted an inroad into stocks for the first time 
its very foundations were threatened by developments in the Oklahoma 
and East Texas fields. In the summer of 1931, with the latter field 
producing a million barrels of oil a day (more than one-third of the 
total American output) and development only well started, the retreat 

*% Supreme Court Reporter, Advance Sheets, June 1, 1932, pp. 539-568. 
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of prices broke into a rout despite the effective functioning of proration 
in other fields of the country. When it became evident that the heroic 
steps taken by the governor and legislature of the state of Texas were 
not to permit production to run wild and wreck the stabilization ma- 
chinery Which had taken years of painstaking effort to erect, prices 
promptly rebounded. Since the summer of 1981 the trend has been 
sharply upward, There seems little doubt that artificial restriction of 
output is responsible for this fact. 

More important than the accidents of a price trend in determining 
the Court’s decision, however, is its fallacious assumption that market 
demand for crude petroleum is a fixed quantity and that production 
in excess of this amount would inevitably have caused waste. Although 
the demand for the major petroleum product, gasoline, seems to be 
relatively inelastic, the demand for crude oil has shown considerable 
dasticity. In the first place, as its price is lowered, crude cuts more 
heavily into the fuel market of coal. In truth, this tendency accounts 
in part for the continued depression from which the coal industry has 
suffered for the past decade or more. In the second place, as American 
crude oil becomes lower in price, it cuts temporarily, at any rate, into 
the market of those foreign crudes whose production, by reason of 
more concentrated ownership, is more readily subject to control. In the 
summer of 1931, as the price of East Texas crude dropped to fifteen 
cents, the market for it broadened with amazing rapidity. The Supreme 
Court’s assumption with regard to a fixed demand for American crude 
seems to have no logical foundation in either fact or theory.” 

= Professor Fetter takes sharp issue with the above criticism. He points out that 
the Court refuses to accept the terms “economic waste” and “reasonable market de- 
mand” as a basis for its opinion on the grounds that they are too vague and indefi- 
nite in character. The Court, holds Professor Fetter, based its opinion on the ques- 
tion as to whether or not the proration orders were designed to eliminate physical 
waste. Professor Fetter is right only to this extent: The Court held with regard to 
the penal clauses of the Oklahoma Act that these phrases “are so vague and indefi- 
nite that any penalty prescribed for their violation constitutes a denial of due process 
of law.” Having discarded the phrase “reasonable market demand” as too-vague and 
indefinite to serve as a basis for fixing penalty against the violators of the Commis- 
sion’s orders, the Court does not hesitate to use it in its reasoning with regard to the 
legality of proration. Thus: “The commission construes the act as intended to em- 
power it to limit production to the amount of the reasonable daily market demand 
and to require ratable production by all taking from the common source. In current 
orders it has found that waste of oil will result in the prorated areas unless produc- 
tion is limited to such demand. ... And it found that the existing stock of crude in 


storage exceeded the needs of the industry, and that purchasers were unwilling to 
buy in Oklahoma for storage in any amount sufficient to take the surplus of poten- 


tial production in that state... . The court found .. . that, if no curtailment were 
applied, crude oil for lack of market demand and adequate storage tanks would in- 
evitably go into earthen storage and be wasted; that the full potential production 
exceeded all transportation and marketing facilities and market demands; . . . the 
reasonable market demand [from some pools] was greater in proportion to potential 
production than in others. . . . In each case the commission has allowed to be pro- 


duced the full amount of the market demand for each pool. ... The court found that 
none of the proration orders here involved were made for the purpose of fixing prices. 


REQUISITES OF STABILIZATION IN THE COTTON 


i 
i 


70 American Economic Association 


But despite its economic shortcomings, more than likely the decisioy 
will stand. Other cases are now pending, but whatever may be thei 
outcome, it seems extremely unlikely that the machinery for regulating 
the production of petroleum will be cast upon the dumpheap. It may lk 
altered; but so long as the industry is threatened with overproduction, 
it is not likely to be discarded. Nor should it be. If our analysis of the 
economic and geological character of oil production is sound, unre 
stricted competition is intolerably destructive. A genuine conservation 
program demands a type of control which takes as its point of departure 
the geologic unit—the oil pool. Compulsory unit operation of oil pools 
would seem to be the next step, a step which many leaders of the in- 
dustry would indeed welcome. This, of course, would not only permit the 
exploitation of oil pools without waste, but it would make control over 
the rate of production even more effective. However, restriction of out- 
put, behind the protection of a tariff wall, of an essential raw material 
upon which the daily lives of almost our entire population have come 
to depend, invites, if it does not demand, a further extension of control— 
a type of control under which protection of the consumers’ interests will 
be insured rather than assumed. The oil industry’s program of stabiliza- 
tion may point the way towards a more comprehensive and complicated 
control than the industry had hoped for—or feared. 


The fact that the commission never limited production below market demand and the 
great and long-continued downward trend of prices contemporaneously with the en- 
forcement of proration strongly support the finding that the orders assailed have not 
had that effect.” 

In all these uses of the term “market demand” I insist there is the naive assump- 
tion that there is some one amount of oil which can be disposed of at a particular 
time (without waste) irrespective of price. It is no doubt likely that if all the oil wells 
of all the flush fields of the United States were simultaneously opened to maximum 
capacity, daily production would temporarily exceed transportation and storage facili- 
ties; but this assumption is quite different from that of the Court—that if production 
were not restricted to figures set by the Commission (at the request and in the inter- 
ests of the industry anxious to sustain the price of crude oil and gasoline) production 
would necessarily result in physical waste of oil. The amount of oil which can and will 
be taken off the market at five cents per barrel is radically different from the amount 
which can be disposed of for one dollar. Five-cent oil will quickly find additional 
transportation and storage facilities, as indeed it has done. With oil in East Texas 
selling well above this figure, as stated in the discussion above, its market widened 
promptly. Indeed, it resulted in the carrying of coals to Newcastle. At least three 
shipments of fifteen-cent crude found their way into Mexico—itself an oil-exporting 
country. I can only conclude that the Court’s decision is based on the naive and falla- 
cious assumption that market demand for crude oil is a fixed quantity. Let those who 
doubt this read the decision for themselves. 
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REQUISITES OF STABILIZATION IN THE COTTON 
TEXTILE INDUSTRY 


By C. 'T. Murcuison 
University of North Carolina 


Judged according to the annual consumption of its products, the 
cotton goods division of the textile industry betrays no great instability. 
Prior to 19380, cotton goods consumption enjoyed a definite upward 
trend, and subsequently has declined by less than 20 per cent, despite 
the relatively more severe decline of public purchasing power. 

In sharp contrast to this tenacity of demand is the violent instability 
of the industry’s production behavior. The problem of adjusting output 
to consumption began to be a serious one as early as 1924 and by 1929 
had assumed alarming proportions, independently of the state of general 
business. Within this period, despite the increasing use of cotton goods, 
mill shares in New England declined about 80 per cent and in the South 
approximately one-half. 

The see-saw relationship between production and sales is illustrated 
by the following examples. In 1927, sales in the first quarter ran ahead 
of production by 80 per cent; in 1928, first quarter sales ran 17 per 
cent behind production. In the fourth quarter of 1927, sales were 20 per 
cent under production; in the fourth quarter of 1928, they were 10 per 
cent ahead of production. 

The erratic operation of machinery is vividly portrayed by the accom- 
panying table which shows the extent of fluctuations in spindle hours 
for selected one-year periods. 


Period Change in spindle hours 
To 


Such behavior implies not only a chronically unwieldly inventory situ- 
ation, frequent price demoralization and highly fortuitous profits, but 
also reveals the uneasy position of the workers. Even in relatively good 
years, mill employees on the average can expect to work only about 75 
per cent of full time. This irregularity of employment is a circumstance 
which is scarcely less adverse to the welfare of the employees than is the 
lowness of the wage rate. 

The underlying downward trend of profits already evident before the 
general depression of all industries is of course associated with, but 
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not wholly explained by, the accelerated movement of the industry sou}, 
ward. Although the southern division of the industry had expanded 
rapidly before 1923, it was supplying the growth needed by the indy. 
try as a whole to keep pace with broadening consumption and hence wy 
not depressing in its effect. After 1923 the southern growth did no 
contribute to the enlargement of the industry as a whole, but was maj 
at the expense of the New England division. Hence, during the remaindy 
of the decade while the South was gaining approximately three millin 
additional spindles with corollary equipment, other states were losing 
about five and one-half million spindles. 

The net shrinkage in physical machinery was more than offset by 
the growing use of the double-shift in southern cotton mill operation, 
Strangely enough, this practice reached its crest in the years 19% 
1929, and 1930, after the tendency to chronic overproduction had hk 
come evident to the entire trade. It was not uncommon for mills t 
utilize night-shifts when they were unable to provide more than half 
time employment for their day shifts. The industry came into its cond: 
tion of acute overcapacity in the late twenties, therefore, not primarily 
because of overinvestment, but because of the frantic efforts to reduc 
overhead expense by night-work. 

Hours worked 
Year per spindle 
1924 . | 
1925 ... 
1926 . 
1927 .. 
1928 . 
1929 ... 

From 1924 to 1929 the annual growth of running time per spinde 
amounted to almost 700 hours which is equivalent to virtually thre 
months running time according to Massachusetts standards. In the one 
year, from 1928 to 1929, the increase was 200 spindle hours, the equive- 
lent of one full month. But the national average of 8078 hours pe 
spindle in 1929 is dwarfed by the southern average of 3616 hours per 
spindle for that year. 

Although night work reflected intense competitive pressure, it did not 
stop altogether the making of additional investments. This was due 
partly to the high degree of specialization in cloth and yarn manufac- 
ture. So numerous and so varied are the products of the industry and 
so kaleidoscopic is the character of demand that the forces of depression 
do not attack evenly. However unfavorable the general market, there are 
nearly always certain types of products which are profitable. Thee 
scattered and more or less fortuitous opportunities for profits in par 
ticular lines are more likely to be met by new plant and equipment that 
by readjustment of existing establishments. 
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There is the further fact too of a wide disparity in labor costs between 
the upper tier of southern states and those that constitute the deep 
South. A differential of this character is effective only in the manufac- 
ture of coarse and medium count staples, but it provides an opportunity 
for profit regardless of overcapacity elsewhere. 

In any case, New England is virtually out of the picture, except in 
very fine constructions, fancy weaves, and rayon specialties, whose suc- 
cessful manufacture is conditioned less upon cheap labor and automatic 
Joos than upon artistic skill and up-to-the-minute finishing and mer- 
chandising facilities. The completeness with which the various fabric 
classifications have been divided between the two areas suggests that 
the greater part of the territorial readjustment is over. The major 
problems with which the industry is now beset, therefore, have but little 
to do with inter-regional competition. 

They are for the most part due to the decentralized and disjointed 
character of the industry’s organization which is unable to cope with 
the violently fluctuating cotton markets of recent years ; has met clumsily 
the special problems incident to the vastly increased importance of the 
fashion element in cotton goods; and has established no defenses against 
the new types of buyers who now dominate the primary cloth markets. 

To explain the chaos wrought, it is necessary first to view the indus- 
try’s structure. In the South, it is still an industry whose units are for 
the most part relatively small, widely scattered, and numerous. Owner- 
ship and management are mostly in the hands of local interests. Very 
rarely does a single enterprise do more than a fractional part of the 
processing required to convert raw cotton into a finished usable product. 
There is instead a series of specialists, the output of one constituting 
the raw material of the next. Approximately one-fourth are exclusively 
spinning mills and a small percentage are exclusively weaving mills. Most 
of the cloth mills do some spinning; a few of them make practically all 
of their required yarns; and still others produce an excess of yarns, 
which they dispose of in the market. 

A majority of the cloth mills are not equipped to do their own finish- 
ing and so sell their products as “grey goods.” Finishing, which in- 
cludes such processes as bleaching, dyeing, printing, and napping, is 
therefore in the hands of another group of specialists. But between the 
finishers and the cloth mills is still another group called the converters, 
who purchase grey goods or semifinished goods from the mills or com- 
mission merchants, determine the style characteristics to be imparted, 
and have the finishers do the actual processing on a price-per-yard basis. 
In their purchase of grey goods the converters do not for the most part 
deal directly with the cloth mills but purchase through commission mer- 


chants. The latter handle both finished and unfinished goods. Purchasing 
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a large part of the converter’s raw materials for him, they likewise gel 
for him a goodly portion of his finished goods. 

Into the primary cloth markets, where the commission merchants act 
as chief representatives of most mills, come not only the converters, wh 
are large and shrewd buyers, but also the dry goods wholesalers, th 
garment manufacturers, the great retail buying organizations, the chaiy 
stores, the mail order houses, the buying syndicates, and the large jp. 
dustrial consumers. 

These are buyers of vastly greater power than those with whom th 
mills were wont to deal a decade or more ago. Yet the typical cloth 
manufacturer not only does not come in touch with them but is satisfied 
merely to turn over his selling accounts and selling responsibility to 
commission merchant, who is at the same time representing from fifteen 
to seventy-five other mills. 

The commission merchant as selling agent is essentially a trader. His 
major concern is the immediate activity of the market—his volume of 
sales. Both his income and his standing in the market are conditioned upo 
moving the goods. He of course dislikes a development which is unfavors- 
ble to his mill clients, but as a matter of business he must provide orders 
for them. His only alternative is to go with the market and become a 
dynamic part of the daily whirligig. 

This alternative is frequently made more urgent by the fact that 
many mills look to their selling agents for their financing, borrowing 
from them against orders or on security of goods in stock. As a result 
of these credit practices, many mills are almost continually in debt to 
the selling houses. A more vicious method of financing for an overproduc- 
ing industry could hardly be devised. It has the twofold effect of putting 
the mills in a position where they must sell goods regardless of cost in 
order to meet bills payable, and putting the merchants in a position 
where they must insist upon such action for their own protection. 

Beyond the commission merchant in the sequence of processes is the 
wholesaler or jobber. His importance in textile distribution waned after 
1923, but at the present time efforts are being made toward his resusci- 
tation. He differs from the commission merchant in that he buys goods 
on his own account and sells from stock. His loss of prestige came from 
the rapid growth of chain stores, from the formation of buying synd- 
cates, and the increasing size of department stores, mail order houses, 
and garment manufacturers. The larger and stronger buying units 
tended to brush aside the wholesaler and to approach the commission 
houses and larger mill organizations directly. This has radically changed 
the entire aspect of textile goods bargaining. Faced by so formidable 
an array of buyers who are thoroughly conversant with the weaknesses 
of the mills and at the same time able to control the placing of large 
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orders, the commission merchants are in no position to counter effec- 
tively. They can only pass back to the mills the price ideas of the buy- 
ers and in the present state of the industry the buyers price usually 
prevails. 

An even worse consequence of this inchoate industrial structure is 
the highly speculative tone that it imparts to all of its intergroup trans- 
actions at times when the cotton market is perceptibly fluctuating. A 
promise of higher prices for cotton produces a stampede of buying all 
along the line from the yarn market to the final dealer in finished goods. 
The easy inflow of orders works like a tonic on the mills. They place more 
contracts for raw cotton. Production schedules are enlarged. Night 
shifts are thrown into operation. The contagion of forward buying 
spreads; the increased mill takings give cotton prices another fillip, 
and the vicious circle is not broken until all inventory space from dealers’ 
} shelves to mill warehouse is filled with goods, as in the autumn of 1927 
and the spring of 1930. Of course, no thought has been given to con- 
sumer behavior; nothing has been happening there. 

Precisely the opposite type of reaction attends a downward trend of 
prices of cotton. Buying becomes stagnant; orders are small and only 
for immediate needs. The mills perforce must risk manufacturing to 
stock, or else close down. There is, of course, no basic reason why mill 
profits and mill volume should be reduced merely because of a decline 
in cotton prices. It is only the action of the individual mill, pressing 
for business to counteract the natural desire of dealers, garment manu- 
facturers, and converters to reduce inventories at such a time, that 
occasions the general price debacle. 

Fashion changes play an important role in the troubles of the indus- 
try. They, too, have been much more pronounced and pervasive in recent 
years. They have not operated to reduce total consumption but have 
done their damage by continually forcing changes in the composition 
of output. The popular fallacy is to associate style changes with ap- 
parel goods only. But most fabric constructions are now subject to style 
changes. Even denims, ginghams, and osnaburgs are susceptible. Over- 
alls, draperies, flour bags, furniture and automobile upholstery, curtain 
materials, and even sheets and bedspreads have all become extremely 
sensitive to changing modes. 

Before the war probably 80 per cent of textile goods were staple. 
The other 20 per cent went through its transitions slowly so as not to 
outpace the slow trickle of fashion through the masses. But these changes 
are no longer gradual. They now affect virtually every type of fabric 
in all areas with lightning-like speed. Since the disturbing influences of 
fashion changes lie in the type and design of goods, the danger to mill 
converter, or jobber, or garment manufacturer lies in the imminent 
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possibility that his chosen design or construction may become unpopy- 
lar—that a sudden change in public taste may leave him with lar 
stocks of unsold and unsalable goods. The seasonal nature of the business 
accentuates these hazards, as it necessitates manufacture and purchase 
of goods further in advance than would otherwise be the case, and aj 
the same time increases the danger of a carry-over. 

No device has been found that eliminates this risk. The industry an- 
nually suffers from this source a loss of many millions of dollars in add 
tion to the millions lost through adverse movements of cotton prices, 
Each specialist in the industry tries to meet the risk by transferring 
it to someone else. ‘he retail buyers meet the problem by delaying orden 
for style goods as long as possible and then clamoring for rush de 
liveries. ‘The converter does the same thing in his purchases of grey 
goods, unless the cotton market dictates otherwise, and then at the last 
minute crowds both mills and the finishers. As the various types of deal- 
ers, converters, garment manufacturers, and industrial consumers seck 
to escape risk in this manner, they add proportionately to the burden 
of the mills. Here, the large capital invested and the maintenance of the 
labor force require regularity of output if operations are to be efficient 
and profitable, yet attaining it in this way probably means indebted- 
ness, great risk, and overproduction. 

When the organization of the industry is thus viewed in its relation- 
ship to the cotton market, to the changed character of buyers, and to 
fashion influences, there is but little wonder that prosperity is the ur- 
usual thing, can only be short-lived, and must spring from unusual cir- 
cumstances. The individual plant as now constituted can do but little 
as an independent unit to make it otherwise. It is free, to be sure, to in- 
crease its own mechanical efficiency in every way possible, but the ad- 
vantage from this is realizable only to the extent that its competitors 
fail to do it. Were all existing plants immediately brought to the acme 
of perfection as regards method and equipment for the manufacturing 
process, it is doubtful if any one would be the gainer unless radical im- 
provements were effected in the relationship of the various groups that 
compose the industry. 

By the same token, the utilization of cheap and cheaper labor is only 
of transient advantage to the mills. It merely sets in motion a series of 
new influences which tend to make all wages lower with only temporary 
profit to those who have brought it about. 

As to the means which will be most effective in stabilizing the indus- 
try there are two schools of thought, one insisting upon a radical re 
organization of the industry itself and the other upon vigorously di- 
rected co-operative action with a retention of the present structure. 

That much can be accomplished by the latter method is evidenced by 
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the work of the Cotton Textile Institute. Organized in 1926, it has 
through courageous and enlightened leadership steadily grown in its 
influence upon the industry. In addition to serving as a clearing house 
of information on current trade data, it has energetically pushed cer- 
tain reform measures. It has succeeded in gaining from about 82 per 
cent of the mills a pledge to limit the standard working week for day 
shifts to 55 hours per week and for night shifts to 50 hours per week. 
In addition it has striven for the voluntary abandonment of the night 
employment of women and minors and, in August of this year, had 
brought 88 per cent of the spindles into compliance with ‘this plan. The 
greater activity of September and October, however, produced a con- 
siderable number of desertions. 

In June, 1982, the operations of the industry being at low ebb, the 
Institute made its boldest stroke to date, recommending to the industry 
the complete abandonment of night work for one year beginning in Octo- 
ber. Before the plan could be ratified, business had begun to pick up 
“and this, with other factors,” to quote from the Institute’s report, 
“demonstrated that the time for such an undertaking was not propi- 
tious.” 

The Institute has been especially active in urging upon the mills the 
adoption of standard cost systems, in order that they may be more 
intelligent in their price policies. It now reports that 61 per cent of the 
mills have reasonably adequate cost methods whereas the percentage in 
1925 was only 26. It is not difficult to understand that the application 
of better cost knowledge has the natural result of encouraging mills to 
refrain from producing or selling goods at a loss. Whenever this occurs 
a definite contribution has been made toward bringing about more 
stabilized conditions. 

The Institute has selected as its major objective the avoidance of 
overproduction. All educational activities and essays in persuasion have 
this one end in view. It believes that its efforts are at last bearing fruit 
and as proof of this points with pride to the success of the industry in 
reducing inventories steadily since 1930. In his annual report for the 
current year President Sloan points out that the industry’s sales for 
the past two years have exceeded production and that stocks on hand 
as of September first were 46 per cent less than the three-year average 
for this date, a truly favorable situation. 

It is no disparagement of this fine achievement to state that it was 
accomplished under the pressure of an almost unbroken three-year de- 
cline in the price of raw cotton. Whether overproduction can be avoided 
under a condition of rising cotton prices still remains to be seen. So 
far, it has never been done. 

There are many who would seek a higher degree of stabilization 


st 
a+ 
t 
. 
3 
e 
t 


78 American Economic Association 


through legislative prohibition of night work. However desirable thi, 
reform from a social point of view, its chief economic gain would } 
a diminished rate of speed in bringing about speculative overproductio, 
induced by the cotton market. It would doubtless precipitate a ney 
orgy of mill construction which could probably not be checked unti 
excessive plant capacity once more prevailed. It would in no way touch 
the major causes of instability which lie in fashion changes, merchandj. 
ing methods, and raw cotton speculation. There is moreover the almos 
insurmountable practical difficulty of securing similar legislative action 
in a sufficient number of states to be effective. 

The most hopeful pathway toward greater stability in the industry, 
though it will be traversed very slowly, is the one which leads to a radical 
reformation in the industry’s structure. The change most needed js q 
form of control which will supply continuity of supervision all the way 
from the spinning process to the final disposition of the finished product, 
In other words, each unit of the industry, instead of being an enterpris. 
with a single function, must be an enterprise which brings together all 
the processes under a single unified control. As we have noted, the sepa- 
ration of spinner from weaver, of weaver from converter, of converter 
from commission merchant, of commission merchant from piece-goods 
buyers and garment manufacturers, has resulted in setting up what is 
tantamount to a series of speculative mechanisms. Each point of con- 
nection plays its part in the clouding of the judgments and activities 
of the various divisions. Where there should be co-ordination there is 
conflict; where there should be exclusive interest in the functions neces- 
sary to the work of the industry there is often greater interest in the 
profits from fortuitous circumstances and shrewd forestalling. 

With the adoption of unified control, each process is regulated with 
only one thing in view; and that is the efficient performance of its om 
particular réle in providing the finished fabric. It is an arrangement 
which assumes that the basic controlling influences in the industry 
emanate from the market for finished goods. It would regard the manu- 
facturing process as being strictly technical in character, concerned 
only with the scientific aspects of the proper use of raw material, per- 
sonnel, and machinery. Its proper task is to supply goods according 
to specifications of those agencies which function in the ultimate markets. 

As it is now, production schedules are commonly controlled by men 
who are not even remotely associated with the market and are wholly 
ignorant of the forces which are shaping market tendencies. No wonder 
that so many units are constantly on the verge of insolvency, and that 
the industry as a whole is continually losing its balance. 

With the adoption of large vertical integrations, the way would be 
opened for the development of what is commonly known as good-will 
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the process of distribution—a thing impossible for most of the mills at 
the present time. The requirements of consumer and trade good-will 
(that the product be identifiable, that it be produced in volume, that it 
have publicity and continuity, and that it be not unduly crowded by a 
multiplicity of competitors) are conditions which can never be met 
by the many hundreds of textile enterprises which operate as small inde- 
pendent mills. There can be no pride of parenthood. The products of each 
mill lose their identity and become utterly indistinguishable in the mass of 
outwardly similar products long before they reach final hands. 

Hence in the primary markets the emphasis is always on price. Price 
weakness developing on any given construction is at once transmitted 
to the similar products of all mills. No mill has any defense except to 
withdraw its offerings completely, a policy which it dare not adopt in 
practice because of its own insignificance in the market. This explains 
why a recalcitrant or badly managed 10 per cent of the cloth mills can 
© by pushing sales regardless of profit entirely demoralize the market for 
the remaining 90 per cent. 

From the standpoint of textile consumers whether of apparel, piece 
goods or draperies, the origin of the goods is usually wrapped in deep 
mystery. A purchaser is usually unable to repeat an order if the goods 
are satisfactory and equally unable to avoid the products if they are 
undesirable. It is not a situation which encourages sound policies either 
in merchandising or manufacturing. Paradoxical indeed it is that an 
industry which has been successful in the past decade in producing an 
almost limitless range of fashion goods and novelties in myriads of de- 
signs in order that it might humor the vagaries of public taste, at the 
same time keeps its operations so shrouded that the very consumers to 
whom it frantically caters know nothing either of the goods or of their 
makers and are unable to exhibit discrimination even when they desire to. 

Though the integration movement is well under way its progress will 
be necessarily slow. Since the converting and selling agencies are very 
large units and must continue so, the greatest practical difficulty in the 
formation of a merger of the vertical type is that there must be either 
a preliminary horizontal combination of many small mills, or else they 
must be gradually absorbed by a converting or selling house. The tra- 
ditional individualism of the small mills is a serious deterrent in either 
plan. Since textile securities have but little financial standing with 
bankers or public, combination must be achieved mainly by an exchange 
of stock, which always involves long drawn out and tedious appraisal 
operations. 


The equivalent of integration has been gained by the rubber tire 
manufacturers who now own virtually 75 per cent of the tire fabric 
mills. Marshall Field & Company supplies a large part of its textile 
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fabrics from its own mills. The Simmons Company has followed a simil,, 
policy in meetings its fabric requirements. 

Exclusively textile integrations are represented by such organin. 
tions as the Cone Mills, the Pepperell Manufacturing Company, th 
Pacific Mills, the Wamsutta and Nashua Mills, who completed the; 
consolidation within the past few weeks, the United Merchants and Many. 
facturers Corporation, the Berkshire Fine Spinning Associates, th 
Holt-Love group of mills, Textiles Incorporated, the Cannon Mills, th 
Riverside and Dan River Cotton Mills, the Kendall Company and other, 
The recently reorganized Hunter Commission and Manufacturing Con. 
pany, which is said to have come to grief primarily because of its bank. 
ing operations, represents a close tie-up of manufacturing, finishing, 
and marketing functions. 

Throughout the textile field, all important readjustments of organiza- 
tion and structure are definitely in the direction of closer integration of 
processes all the way from spinning to the final marketing. It is a move 
ment which properly conceives the merchandising function as predoni- 
nant in control. It aims to minimize commission selling, to transfer 
financing to the factoring houses and the commercial banks, to reduce 
the converter from whimsical independence to departmental conformity, 
to reshape the mills into obedient technical servants. It requires that 
cotton staple from the standpoint of the mills shall be merely a ray 
material and not a commodity for speculation; that profits shall come 
from the creation of utilities and not from shrewd trading among the 
component parts of the industry; that in the performance of the long 
sequence of processes from the cotton field to the cloth counter ther 
shall be directness and co-ordination instead of indirection and conflict; 
that in the analysis of consumer requirements there shall be knowledge 
and precision instead of guessing and gambling. 
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DISCUSSION 


Joun D. Crarx.—Even those who support the American policy of com- 
netition and believe that the wastes of competition are more than counterbal- 
snced by its advantages must concede that petroleum production has charac- 
eristics which require a different policy. If no restraint were imposed upon 
production from the tremendous fields recently developed the limited supply 
f this irreplaceable natural resource would be shamefully wasted and price 
would fall so low that the small wells would have to be closed down, never to 
be reopened. 

Three methods of stabilization of oil production may be proposed: 

Public ownership, which is no solution for present difficulties because it 
cannot possibly be attained in time to meet the existing crisis. 

The industry might be released from the Sherman Act and agreements re- 
straining production be authorized. But this would require public price- 
fixing and price-fixing is far more difficult than in the case of any utility. 
The costs of oil production vary from two cents to two dollars per barrel 
and our experience with the recapture law affecting railroads has shown that 
there is no successful way to fix a uniform rate which is compensatory for 
high cost producers without permitting low cost producers to profit extrava- 
gantly. 

Ignoring the Sherman Act and the making of agreements for limitation 
of production. State and federal officials are co-operating in this program and 
the Department of Justice is quiescent. This program has been reasonably 
successful in keeping production down and in maintaining prices high enough 
to keep most producers in business. 

I do not agree with Professor Stocking that any burden has been thrown 
upon the public, for the refinery price of gasoline in Oklahoma, the basic 
market, is only four cents per gallon. 

While this policy of opportunism is extralegal and involves the substi- 
tution of the judgment of men for the rules of law, it has many advantages. 
It permits a reasonable degree of control of production without committing 
the country to some new policy which might fail disastrously and from which 
retreat would be impossible. And the Sherman Act and the attorney general 
are there to protect the public if the policy of stabilization becomes too ef- 
fective or is continued too long. But they will never have to interfere to 
restore competition in oil production. As soon as flush production declines 
and the emergency passes the small producers will overwhelm the advocates 
of stabilization and the emergency policy will collapse. 

Frank A, Ferrer.—lIn this period of depression stabilization is a word for 
selfishness to conjure with. Many individuals and industries, thinking in terms 
of their own plight, are declaring that if they were permitted to exact higher 
prices from the rest of us the general depression would quickly end. This 
implies a new theory of the business cycle, now and for the future. It is the 
logic of the panic-stricken in a theater fire. “Let all the rest of you sit calmly 
in your seats while we clamber over your shoulders and make for the doors.” 
In my brief allotment of time I will confine my remarks to some of the issues 
raised in Professor Stocking’s valuable paper. 
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The encroachments of special privilege upon popular rights have been stead. 
ily advancing in this country. The spirit of monopoly, qualified in varioy 
ways, spread from tariffs on manufactures to bounties, land grants, anj 
special corporate franchises, to organized labor, and at length to the hithert) 
patient and unprivileged small land-owners, farmers, miners, and oil produye 
ers. Farm boards, debenture schemes, new and more restrictive tariffs on in. 
ports of farm and mine, mob violence to starve neighboring cities into pay. 
ing higher prices, state executive lawlessness which had at last to be sternly 
rebuked by the Supreme Court—these have marked the spread of the cance: 
of monopoly through the body politic and economic of our democracy, 

Our inherited English law in respect to the private ownership of subsur. 
face mineral wealth (as of riparian water rights in desert regions) is an as. 
tounding anachronism. It originated in a land of different geologic conditions 
and in an age ignorant of the technological developments of the past century, 
The discovery of most minerals was until recently the chance reward of w- 
scientific prospecting. The commercial possibilities of petroleum were un. 
suspected until 250 years after English colonization of North America. Ow 
wealth of public lands continued until forty years ago to be almost given 
away with the purpose of getting the surface soil swiftly into the hands of 
“actual settlers.’”’ With meagre qualifications it may be said that our federal 
land policy for a century and a half contemplated the use of land only for 
agricultural and homestead purposes. All history and experience seemed to 
justify this aspect of small private property in land, as the magic that 
transforms deserts into gardens under the hand of the owner-cultivator. It 
was a policy of national security and public welfare, though fraud often 
perverted this purpose into a means of plutocratic profit. 

When already a large part of the public domain had thus been alienated to 
private possession, there came in quick succession the discovery of petroleum 
uses, the development of internal-explosion gas engines, the needs of 25 mil- 
lion automobile owners, and the scientific exploration and exploitation of oil 
resources. Thus the individual owners of the surface lands were almost er- 
tirely released from initiative and enterprise in prospecting for oil and ex- 
tracting it, just at the time when its value had greatly risen. They received in 
multitudes of cases enormous incomes without any correlative social service. 
The worst is not that these oil royalties are pure gifts from the community 
to private citizens, but that they make the private ownership of surface land 
in large regions a gigantic game of chance, in comparison with which the 
Louisiana lottery and other demoralizing gambling proscribed by the moral 
sentiment of the community and by law, are like playing marbles “for keeps’ 
among schoolboys. Life is exciting when the owner of a quarter section farm 
worth a few hundred or a few thousand dollars may awake any morning to 
find himself a millionaire. The gifts of nature to the nation have been made 
capital lottery prizes for favorites of fortune to be sold back to the nation 
for many kings’ ransoms. Such fruits of private property in land make a jest 
of the serious arguments in its usual justification. Subterranean mineral treas- 


ures should be the regalia of the state for the use and benefit of all the 
people. 
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Happily for the nation, the ownership of oil-bearing lands has been diffused 
among many individuals living in many states, and however much monopoly 
there has been in refining and marketing oil, there has been, and could be, 
little monopoly in the price of the crude product. Therefore, as discoveries 
were more rapidly made, an increasing part of this natural bounty began to be 
enjoyed by the rest of the people through the medium of lower prices for 
crude oil. Still, for a time the landowners were blissfully happy; then, a 
few years ago, as a result of further technical changes, came the shock of 
lower prices than the oil regions had become accustomed to. Investments had 
been made and property had been recapitalized upward in all those regions 
to reflect the high royalties, actual and expected. Then Satan came also, 
whispering to every investor in all these empires of oi! to form a conspiracy 
for curtailing production in order to raise oil royalties to former levels. 
To the pure bounty which was theirs by natural scarcity they would add a 
great further monopolistic gain by illicit “restraint of commerce.” Shades of 
Henry George and the worthy army of land reformers! Monopoly being in 
violation of existing law, a hue and cry was set up against the Sherman 
Act, a ery taken up by the great tribe of other monopolists having no direct 
connection with oil production. The combined political influence of all these 
interests is stupendous, reaching from nearly every state capitol up to Wash- 
ington where the full power of presidential influence seems of late to have 
been put behind the designs of the Federal Oil Conservation Board. 

In the scramble for special privilege there is no limit to sophistry and self- 
deception. The simplest economic terms are misused for the purpose of 
misleading public opinion. “Stabilization,” “economic waste,” “conservation 
of natural resources,’ “demand and supply,” “equalizing cost of produc- 
tion” —whenever the honest citizen hears these terms today it is the signal for 
“all hands on deck, the republic is in danger.” These and related terms are 
all jumbled together in the laws and the lawless executive proclamations of 
the oil producing states. The worst confusion in most of the recent discussion 
of the oil industry has been that between the terms “physical waste” and 
“economic waste.” As Professor Stocking’s paper and his previous writings 
clearly show, the remedy for physical waste is to be found solely in the unitary 
development of oil pools. Such a change can be effected only by the modi- 
fication of state land laws, supplemented by special interstate compacts in a 
few exceptional geologic situations where a pool is crossed by state lines. 

The Sherman Anti-Trust statute in no way makes necessary physical waste, 
though a stupendous propaganda has misled many honest folks into thinking 
it does. The phrase “economic waste” (and its synonym “production in ex- 
cess of reasonable market demand’’) has an utterly different meaning than 
physical waste. It implies the need and justification of artificial limitation 
of production to raise or maintain market prices and profits from oil wells. 
Happily, the recent unanimous decision of the United States Supreme Court 
in the Oklahoma Oil case, seems pretty clearly to observe this vital distinction. 
As I read this decision it seems to be one of the most satisfactory expressions 
of opinion ever given by our highest court in a case involving a large eco- 
nomic issue. I go further in this view than does Professor Stocking, who 
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qualifies his otherwise favorable comment by declaring that the decision jp. 
volves the “fallacious assumption that market demand for crude petroleum js 
a fixed quantity.’ Such an assumption, if it were made, would, as he says, ly 
without “logical foundation in either fact or theory”; but I can find no phrase 
in the decision warranting this interpretation. The only phrases in the Ok). 
homa law or in the Court’s opinion that seem capable of carrying such a 
assumption are “economic waste,” and “reasonable market demands,” by 
these terms are repeatedly characterized by the Court as “of uncertain anj 
doubtful meaning,’ and ‘‘so vague and indefinite . . . as to be really no stand. 
ard at all.’’ Because of the defects in these terms the Court overthrew, a 
unconstitutional, section nine (providing a penalty) and plainly implied that 
it would have done the same with section two (with its special emphasis on 
market demand and “actual value’) if the Court had felt called upon to con- 
sider that section. 

I should like to emphasize even more strongly than does Professor Stocking 
the contradiction in linking restrictive tariffs on the import of such an er- 
haustible natural resource as oil with a pretended interest in real national 
conservation. ‘The obvious effects of such tariffs is the more quickly to ex. 
haust our limited unmined reserves. Free import of crude oil and a sub- 
stantial excise tax on domestic crude oil production would be the mor 
consistent conservation program, 

I would add this brief disclaimer on behalf of those economists who, like 
myself, still hope to rescue capitalism from the snares of monopoly. They 
hold no discredited laissez faire philosophy of public policy toward private 
business. They believe in competition socialized and regulated for the public 
good. It is not individuals but great associated groups of business men and 
giant industrial combinations which are now asking to be let alone, which are 
clamoring for the right to conspire in restraint of commerce, and to control 
the conditions of production and the prices paid by the people. This is the 
ominous new philosophy of laissez faire, that has begun to charm some of the 
impressionable brothers of our economic guild. We are now being told that 
each organized industrial group should be free to pursue its own monopolistic 
interest as it sees that interest, and by divine dispensation the result will be in 
harmony with the best interests of the exploited community. This is the new 
philosophy of laissez faire. 
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ROUND TABLE CONFERENCES 


AMERICAN ECONOMIC THOUGHT 


E. L. Bocart, Chairman 


The general topic at this session was American Economic Thought and on 
this subject three papers were read: one by Professor E. A. J. Johnson, 
of Cornell University, on “Early American Economic Thought’; one by 
Professor Broadus Mitchell, of Johns Hopkins University, on ‘““The Nation- 
alist School”; and the third by Professor Weston, of the University of II- 
linois, on “The Ricardian Epoch in American Economics.”* The discussion 
was participated in by Professors A. D. H. Kaplan, University of Denver, 
Leo Rogin, University of California, and J. H. Hollander, Johns Hopkins 
University. 

FE, A. J. Jounson.—In sermons, diaries, histories, and colonial laws, there 
is to be found a fairly complete reproduction of medieval economics teach- 
ing. Although Machiavelli had separated politics from theology, and although 
Bodin had set politics (including economics) apart from moral philosophy, 
the American Puritans, turning back to the Scriptures and to the teachings 
of the Primitive Church, refused to accept this separation. 

Wealth was regarded as a means whereby man might accomplish his des- 
tiny. Recurring to the medieval doctrine of stewardship, the American writers 
argued that God had appointed each person to fulfill certain functions and 
for these missions more or less wealth was necessary. Acquisition was sanc- 
tioned by divine law since God had endowed the earth with wealth and in- 
tended that man should use it. But since wealth was a loan from a gracious 
deity, this divine loan must be carefully husbanded. Proper use of wealth 
would produce social peace and happiness and wealth would then be one of 
the means of achieving salvation. The Christian doctrine of duty gave the 
key to the use of wealth; temperance, prudence, and charity must guide men 
in their wealth-using activities. 

Inequality had its origin in sin. In the original state of innocency, men had 
all in common. But avarice ruined this blissful communism which was only 
practicable in a society of ideal men. Yet avarice, which had destroyed God's 
intended communism, was not wholly to be condemned. Reiterating a Chris- 
tian version of Aristotle’s objections to communism, the American writers 
pointed out that private ownership quickened industry, minimized conten- 
tion, and maximized economic well-being. Moreover, with inequality of pos- 
session, there was correlated inequality of social responsibility. Each was 
a steward and each must perform his duty. 

But the individual could not be trusted to perform his duty faithfully. 
For this reason, government must exert constant surveillance to insure that 
no one imperilled the economic stratification which arose from the doctrine 
of stewardship. The consumption of wealth was, therefore, the chief concern 
of early economic theory. Wealth-getting was not idealized; it was relegated 


‘To be published in the March, 1983, issue of the American Economic Review. 
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to a utilitarian position and subordinated to spiritual activities in the gener) 
scale of values. 

But the body of medieval thought which is to be found in the writings of 
both New England and Southern writers in the seventeenth century did ng 
stand alone. Into it was worked a large number of secularized ideas of the 
sixteenth and seventeenth centuries. In some cases, a fairly reliable doctrin, 
geneology can be traced. We know, for example, that William Bradford o} 
Plymouth Plantation possessed a copy of Bodin’s Republic. Bradford's oy; 
experience with common ownership at Plymouth gave him great faith jp 
Bodin’s work for in it was contained a reiteration of Aristotle’s objection t) 
communism. 

Of the sixteenth and early seventeenth century writers who, in addition 
Bodin, influenced early American economic thought, Thomas More, Calvin 
Molinzus, Grotius, and Hobbes, seem to have been the most important 
The persistent belief that a colony could provide a place of refuge fron 
economic distress was a popular idea in Europe ever since More had draw 
his imperishable picture of Utopia. In the colonial literature, as in the writ. 
ings of More, the argument is made that less wealth is necessary in a ney 
colony because wants will be simplified and because all will be employed. 

Like his medieval predecessors, Cotton Mather attempted an interpretation 
of Luke VI: 35 to guide him in his attitude toward usury. But unlike his pre 
decessors, Mather came to opposite conclusions contending, as Salmasius, Mo. 
lineus, Calvin, and the English critics of Thomas Wilson had done, that 
the Scriptures did not forbid the taking of interest but only such usury as 
violated Christian charity. 

The influence of Grotius is no less evident than that of More, Bodin, or 
the critics of the medieval prohibition of usury. Whereas the English mer- 
cantilists of the first half of the seventeenth century repudiated Grotius ani 
especially his doctrine of mare librum, the early American writers rested 
their whole case for taking up land in America on reasoning which was 
either drawn from Grotius or was, in any case, similar. 

These illustrations indicate how contemporaneous ideas were worked into 
body of reactionary medieval thought. But in the continual modification of 
economic thought, these borrowed ideas seem to have had less influence than 
the American environment. The regulation of wealth-getting and wealth-using 
in terms of a medieval arrangement of economic classes was from the begin- 
ning impossible to administer. The rise of wages caused by a scarcity of labor, 
soon made meaningless a resuscitated medieval doctrine of “fair wages.” Ef 
forts to make profits a measure of the extent of improvement which the 
business man had accomplished went the way of all flesh. The secularizing 
influence of the frontier was more important than the secularizing influence 
of European philosophy. 

Since the American colonies were offshoots of the commercial ambitions o! 
England and Holland, colonial thought could not escape the influence of 
contemporary mercantilist thought. But whereas trade was sometimes eulo- 
gized as the “blood and life of a commonwealth,” the American writers were 
apathetic at the best and frequently hostile to European mercantilist an- 
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© yitions. This colonial indifference or hostility to European commercial policy 
did not, however, mean that American economic thought was not influenced by 
contemporary mercantilist ideas. Borrowing not only the general theory of 
commercial regulation but also the details, the early American colonists at- 
tempted meticulous control of colonial trade. Gradually the elements of a 
colonial variety of mercantilism is to be discerned. 

The eighteenth century brought still another stream of ideas which was 
to be mingled with the curious medieval-mercantilist blend of the seventeenth. 
Benjamin Franklin’s contacts with Quesnay, Turgot, Mirabeau, and Du 
Pont de Nemours led him to accept physiocracy and led him to recast his 
whole system of economic thought. Such an economic philosophy fell upon 
willing ears for in a country which was primarily agricultural, the thesis that 

! land was the source of wealth seemed self-evident. 

Thus in the colonial era, medieval survivals, selected mercantilist ideas, 
and a borrowed physiocracy were modified and combined. These streams 
of thought were like gases in a retort while the American environment pro- 
vided the laboratory conditions under which they were intermingled. Each 
disappeared as a separate element; all were retained in the admixture. If 
we are to understand the striking differences between American and Eu- 
ropean economic thought in the nineteenth century, we cannot disregard 
the colonial background. The ethical ideas concerning economic conduct, the 
modified merecantilism, the borrowed physiocracy; all these elements may 
seem small and insignificant. But if we re-appraise the nineteenth century, 
institutionally and intellectually, these factors re-emerge with new signi- 
ficance. 

Broapus Mrrcue.yt.—Of this group, embracing Hamilton, the Careys, 
Raymond, List, Cardozo, Ware, Niles, Phillips, E. P. Smith, Rae, it may 
be said that they form a school of thought, which was distinctive, creative, 
and influential. In spite of important differences between individuals, there 
was a remarkable unity of doctrine on the whole. Their influence, in develop- 
ment of theory and the application of principles, is readily traced both in 
this country and abroad; their practical proposals took form in protective 
tariffs and internal improvements both in America and on the Continent of 
Europe. 

They were original in stressing the relativity of economic principles. The 
evident potentialities of young America prompted dissent from the pre- 
occupation of the English Classicists with diminishing returns, and suggested 
that the nation, as an economic entity, thrust itself between the individual 
and the world of individuals, demanding that it be brought to maturity by the 
deliberate measures of government. 

The American nationalists followed an inductive method. They were in 
large part men of affairs, reflective and alert to their insistent and changing 
environment, rather than scholars trained to any philosophy. They did de- 
velop, of course, a theory, but this had its origin in expediency. In their think- 
ing, a priori concepts were notably lacking. The extent to which events were 


their teachers appears in the shifting character of their advocacies as years 
passed. 
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It is hardly too much to say that in the minds of the classicists the econon;, 
cards were stacked against mankind. Nature was grudging in yielding fr 
her limited stores, and man’s contrivance must occupy itself with 
insufficient goods go as far as possible. The American nationalists, on t} 
other hand, found themselves on a new continent, where nature was generoy 
and free land was superabundant. Moreover, they were children of t, 
industrial revolution, and had the greatest confidence in the blessings ¢ 
science and invention. If diminishing returns ever did threaten to set in, hy. 
man ingenuity would easily be equal to the task of postponing indefinite; 
the day of lowered living standards. Europeans understood the division ¢ 
labor, but the Americans, seeing a small population presented with enormoy 
opportunities, went further and developed the theory of the association 9 
labor. Theirs was not the task of acquisition, but of preparation. They wer 
not so much interested in goods as in economic power. Present needs wer 
easily provided for; an enlarged capacity for production and enjoyment wa 
the objective which beckoned them. 

Concerned less with private wealth than with public resources, the national. 
ists considered themselves the advisers of statesmen. They were political 
economists in the true sense of the term. All government in America, but mor 
specifically the federal government, was in a formative stage, and its power 
needed to be enlarged and confirmed as against the powers of the sever 
states. The nationalists’ principles of association and centralized direction 
were threatened by the constitutional scruples of individualists of the repub- 
lican or democratic school. Furthermore, these writers lived in a country 
which, economically and politically, had rebelled against authority, and they 
were of a mind to make rather than to follow tradition and authority. Many 
of them, moreover, were on familiar terms with legislators and administrators, 
and several of them occupied official or semiofficial positions. 

Some of the conspicuous doctrines and advocacies of the nationalists, after 
the Civil War, were perverted to private advantage, and, thus bolstered, 
have taken on a dogmatism which the original defenders would not approve. 
It may be suggested that the protective tariff is a case in point. If thes 
writers were alive today, they might be found on the side‘of liberal trate 
principles and international co-operation, on the ground that we have bea 
brought to economic maturity and that ultimate benefit and not instant 
advantage should be the object of national policy. 

A. D. H. Kapran.—A greater part of the nineteenth century literature 
in American economic thought seems to have been devoted to the protective 
tariff than to any other single topic. This is not surprising when one recog- 
nizes how intimately the problem of economic self-sufficiency was associated 
with the task of nation-building. The emphasis in the early tariff arguments 
was upon a set of conditions in sharp contrast to those in which our protectivt 
tariff is operative today. Thus, from Hamilton to Henry Carey, prominenct 
is given to the thesis that the rise of protected American industry woull 
stimulate the importation of needed men and capital, while an artisan populs- 
tion within the country would bring the consumer market for America 
produce to our own shores. A new country like the United States, agreed 
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the tariff theorists, must meet the terms of purchase and sale that were 
made in the great central markets of Europe. Hence, the transplanting of a 
portion of the market to our own country would save the then determining 
item of transportation, to the producer as seller and to the consumer as 
huver. Moreover, there is the all-pervading purpose, in the tariff discussion 
down to the Civil War, of shaping our economic policy so as to bind the loose 
federation of states into a union of mutually interdependent sections. 

Professor Mitchell’s remarks serve to draw attention to a noteworthy 
feature of early tariff discussion; namely, its treatment in terms of the total 
national good rather than in respect to the special interests of a single class. 
A recurrent theme is that of bringing “the anvil and the loom by the side of 
the spade and the plow.” On this theme, at least, southerners like DeBow 
and Gregg make common cause with opponents like the Careys and “Pig 
Iron” Kelley. The opposition of the American national school to classical 
British economics was accompanied by a realization that economic policies 
are not equally applicable to all stages of economic development. Even the 
most ardent advocates of economic nationalism and protectionism in our 
early literature intimated that when the national economy had attained a more 
advanced and more stabilized economic character a less aggressively defensive 
economic program might properly ensue. In these respects the early litera- 
ture on economic protectionism, dwelling upon the problem of speeding up 
our economic development, has little in common with the present protection- 
ism of a nation which has deemed it necessary to check immigration and 
which possesses the largest national surplus of exportable capital. 

Leo Rocin.—History, says Professor Johnson, citing Knies, gives us an 
account. But, of course, an historical context may give rise to as many 
accounts as there are interests and points of view to give direction to re- 
search, make selection from the welter of facts and endow the exposition 
with a measure of unity. Dr. Johnson’s paper represents the genetic approach. 
He seems to be interested primarily in relating American thought to the en- 
vironment in which it emerged as well as to its intellectual antecedents. We 
agree with his emphasis on the former. It is possible that toward the end of 
his paper he overemphasizes the influence of foreign intellectual antecedents 
on American economic thought. The pragmatic impulse behind most social the- 
orizing has a way of directing men to the rediscovery of intellectual ex- 
pedients. 

We suspect the inadequacy of characterizing the vigorous deprecation of 
money chasing by the American writers of the seventeenth century as a re- 
vival of medievalism. We suggest that an attempt be made to relate both 
the foregoing and the condoning of the taking of interest to the idealogy of 
Protestantism. In that way much light may be thrown on the celebrated con- 
troversy between Tawney, Sombart, and Max Weber, among others, on the 
subject of religion and the rise of capitalism. 

Dr. Mitchell’s paper appears to me to be a good illustration of Croce’s 
dictum that when history rises above the level of the chronicle it is inevi- 
tably the expression of a vital interest in the present. We hazard the opinion 
that it is Dr. Mitchell’s realistic, practical reaction to his economic envirgn- 
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ment and his impatience with laissez faire that has guided his choice of gy}. 
ject and, in a considerable measure, influenced his interpretation. We recog. 
nize the greater vitality of the members of the “American Nationalist Schoo)’ 
as compared with the American exponents of the classical tradition prior t 
Francis Walker. But we insist that sympathy with the practical progran 
of a group of theorists should not blind us to deplorable lapses of intellecty,| 
performance. A conception of natural laws decidedly more naive than that of 
the English classical economists and the uncritical use of physical and }j. 
ological analogies, for instance, hardly qualifies Henry Carey, “in many way; 
the leader of the [nationalist] school’ as a practitioner of the inductive meth. 
od. To characterize the group as institutionalist is merely to increase the 
murkiness of the penumbra which surrounds that sufficiently ambiguous caie. 
gory. 

J. H. Hottanper.—The group of papers to which we have just listened 
seem to me notable in aggregate as indicating the growth of interest in an are, 
much too long neglected. Professor Johnson’s scholarly survey illumines the 
economic strain in American seventeenth and early eighteenth century thought, 
heretofore depressingly obscure. As to Professor Mitchell’s brilliant paper, 
I trust that it will not appear in bad taste if I say that he has given us 
definite hostage of larger things to come. To Professor Weston’s review 
my reaction is primarily to recall the various implications of the adjective 
“ricardian.”” Professor Lowenthal has written of “The Ricardian Socialists”; 
Francis A. Walker referred to himself as a “Ricardian of the Ricardians”; 
Marshall’s synthesis evoked Ashley’s gibe “The Rehabilitation of Ricardo’; 
the most brilliant single piece of work of the lamented Simon N. Patten is 
to my mind his paper on “The Interpretation of Ricardo”; finally it was to 
John B. Clark’s appreciation that I owe my own interest in the great 
English economist. In each of these uses “Ricardian” was applied to a differ- 
ent phase of influence. Perhaps the explanation is that a gem of first water 
has many facets. Beyond these brief words, my only comment is that Pro- 
fessor Weston has inadvertently quoted me only in part. What I have said 
of Clark is: ‘In the inveterate quality of his reasoning, in the resistless force 
of his penetration, in the logical symmetry of his conclusions there is some- 
thing reminiscent of Ricardo.” 


*“John Bates Clark as an Economist” in Economic Essays Contributed in Honor 
of John Bates Clark (New York, 1927), p. 4. It is interesting to compare Professor 
Weston’s survey throughout with this paper, and with my article on “American School 
of Political Economy” in Palgrave’s Dictionary of Political Economy (ed. Higgs; 
London, 1926). 
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THE FORMATION OF CAPITAL: MEASUREMENT AND 
RELATION TO ECONOMIC INSTABILITY 


Atvin H. Hansen, Chairman 


The following paper was prepared for this session, although it arrived too 
late to be presented. Informal] discussion brought out many additional points 
but no record was kept of this discussion. 

Davin Frinay.—The line of cleavage which runs between that part of the 
national income spent for the acquisition of durable things which add to the 
stock of our national wealth, as against that which is spent for goods and 
services which are used up currently in maintaining our standard of living, 
has long been recognized as a most important distinction in our industrial 
process. Political economy has concerned itself with the problem from the 
very inception of the science. Yet we have, up to this time, no satisfactory 
statistical determination of the division of income as between these two 
categories of capital formation and consumption. 

In the earlier history of the science, and especially during the rapidly 
evolving industrialism of the nineteenth century, it was the scarcity of capital 
which furnished the setting for the problem. The economist and the public 


* fnancier were continually preoccupied with ways and means of increasing 


the supply of capital. Every proposal of social amelioration, every tax law, 
was scanned with a view to discovering its effect by way of discouraging or 
in any way lessening capital formation. Few accusations against any legisla- 
tive project were more potent than this—that it would dry up the investment 
funds of the nation. 

Of late years, and especially during the present world depression, the 
whole subject has come into great prominence once more. But the emphasis 
has been shifted. Writers have less to say about the amount of capital ac- 
cumulation than about the lack of equilibrium between savings and investment. 
In America we hear continually assertions of overextension of facilities for 
producing goods. There is hardly a single field of industry which does not give 
the banker, who is the purveyor of an important part of the community’s 
capital, concern because of the overextended state of its equipment. Even 
agriculture, which has for this country at least succeeded in answering that 
century-old prayer, Da nobis panem nostrum, finds that while the prayer 
is still repeated every morning, it is continually accused of having brought its 
troubles upon its own head by overexpansion. Every raw material producing 
industry is being assailed for the same reason. The like is true of manufac- 
tures, transportation, housing, and the construction industry generally. Econ- 
omists and financial statisticians are continually spying upon industrial proc- 
ess with a view to detecting an undue rate of activity in the production of dur- 
able capital goods and in the accumulation of inventories. Even the investment 
of our capital abroad is criticised bitterly for its volume. 

We have come to realize, finally, that the maintenance of balance be- 
tween production and demand, and the stabilization of employment, cannot 
be accomplished unless the process of capital formation can be freed from 
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those wide variations which it now manifests. For it is in this branch of oy 
productive activity that the widest swings occur. Before we can go mud 
further in solving this problem of economic stability which besets us so sorely, 
we must have more precise information about the volume, composition, anj 
fluctuation of capital formation. 

Any act which alters the stream of production as a whole in favor of dura}|, 
goods as against short-lived goods and services is an act of capital formation, 
The fundamental! nature of the process of capital formation is, therefore, not 
to be found in the accumulation or storing up of stocks of goods or in th. 
hoarding of money. It is to be found rather in a decision to direct the pro 
ductive forces of industrial society to one type of creative activity rather thay 
another. It follows from this definition that the accumulation of capital in, 
given industrial society during any period consists of all the goods which har 
been produced and not yet consumed. The accumulation of capital in any 
nation throughout its existence is represented by its whole stock of wealth 
and goods which have been acquired by its industry. If one is not dealing 
with a closed and isolated industrial order, but with a modern nation which 
has normal international financial relations, its capital formation during any 
given year will consist of: 

(1) Durable goods produced within the year which, because of their very 
nature, would not or could not be consumed within the year. , 

(2) Increases in the inventories of consumable goods must be added tp 
the volume of more durable goods brought forth; and decreases in such in- 
ventories must be subtracted. 

(3) The sum of (1) and (2) above must be increased by the net amount 
of capital invested abroad, or decreased by borrowings from foreign nations, 


This definition of capital will offend those who still think of capital as 
“the products of past industry used as aids to further production.” This was 
practically Adam Smith’s definition. He even excluded houses and the like 
from the category because “‘they are still as really a stock reserved for im 
mediate consumption as either clothes or furniture.” This limitation of capital 
to productive equipment passed with the clarification of the concept which 
resulted from the controversy over the nature and necessity of interest. Once 
it became evident that interest was paid for the distinctive service of waiting, 
it was only a matter of time until it was realized that the producion of any 
good which called for waiting contributed to the demand for capital. Since 
all goods whose use, either in production or consumption, required time, 
called for waiting on the part of some one, they contributed to the demand 
for capital. In short, they were capital goods, and their production was a 
act of capital formation. 

Much time has been spent, in the history of our science, on the definition 
of capital; and it is not proposed to waste more here. It is clear that any 
statistical investigation of the process of capital formation today must b 
based upon a concept sufficiently broad to meet the requirements of the prob- 
lem of business depression and industrial stabilization. All durable goods and 
all accumulation of inventories have several points of similarity. They al 
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‘nvolve waiting in their production and use. They all make it possible, because 
of their durability, to suspend production of these particular goods for some 
time without greatly curtailing the use and enjoyment to be derived from 
them. Suspend the production of food for a year and the population will 
starve. But the people will not go unsheltered even if no new houses are built 
for several years; and we would have a reasonably abundant supply of auto- 
motive transportation even though the industry were completely closed down 
for a twelve-month. Nearly all sorts of durable goods have become a basis for 
credit and investment. Here little distinction is made between the productive 
and the consumptive categories. As a matter of fact, the largest single source 
of demand for waiting is probably found in the consumption category of 
housing. Nothing short of a review of the entire process of production for 
durable goods is adequate to meet the needs of the student of business cycles 
end industria] stabilization. We need to know how large the flow of such 
products is, how it fluctuates, through what channels of trade it flows to 
ts ultimate owner. And we need to know their value as measured by their 
cost to the final owner. Exact information concerning this part of the indus- 
trial process is indispensable if we are to stabilize the stream of production 
and employment. 

At present we do not know the volume of these goods produced, nor the 
amount of the money income of the nation which is absorbed in paying 
for them. We do know that the variations in the volume of their output 
are much greater than those of the less durable goods which flow immediately 
into consumption. Thus, between the peak month of 1929 and the summer 
of 1982, the output of those durable goods which are included in the Federal 
Reserve Board index of industrial production fell 75 per cent in volume, 
while the other commodities declined only 30 per cent. Clearly, there is no 
possibility of stabilizing industry unless these fluctuations can be reduced. 
At the peak, the absolute volume of these two classes of products included 
in the Reserve Board’s index was the same. At the bottom the durable 
goods amounted to only 40 per cent of the other class. The suspicion besets 
us that our credit structure has too often operated to accentuate these wide 
swings rather than to curb them. However, we now have no exact knowledge 
sof these durable goods which are produced and financed annually, in terms 
of their value to the person or corporation who ultimately buys and owns 
them. 

Several theoretical questions are inevitably presented in the planning of 
such an investigation. These deserve discussion here. One of them pertains to 
the line of demarcation between durable goods and consumption goods. How 
durable must things be to warrant their inclusion in the category of capital 
and to be included in the stream of capital formation? Railroads and other 
transportation systems, electric light and power plants, factories and their 
equipment, streets and highways, houses, commercial and public buildings, 
orchards, tile drains, fences—all these clearly belong in the category of 
capital. Automobiles must likewise be included. But what about furniture, 
including carpets and rugs; what of books? These things are highly durable. 
Certainly the electric refrigerator would be included; and if all of these 
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things be added in shall we include clothes as well, and bed and table linen; 

Many of us would probably be inclined to balk at the inclusion of hony 
furnishings and personal clothing. But there can be little doubt that they 
affect in an important degree the demand for durable goods, and s0 th 
process of capital formation. At the present moment there is stagnation jp 
the furniture trade just because furniture is durable; and a large amouy 
of it was produced and sold during the recent period of prosperity. The sam 
thing is true of custom tailoring for men; and of carpets and rugs and of 
many other lines of house furnishings. It is probable that at the end of, 
period of moderate recession such as we suffered in 1924, and in the early 
stages of the succeeding revival, the amount of money capitel available ip 
the investment markets of the country was increased by the fact that durabl: 
goods accumulated in the hands of consumers were not yet worn out. This 
enabled the public to make savings for investment, for bank deposits, or for 
payment of debt, which could not have been made had it not been fo 
these accumulated inventories which remained from the previous period of 
prosperity. 

Germany affords a practical example during the years 1924-25. Ther 
the small volume of these durable goods produced and purchased for several 
years previous led to a great exhaustion of Hausvorrate. When revival cam 
in 1925, the scarcity of investment funds continued for many months, largely 
because the Germans invested their first savings in stocks of these goods, 
These products constitute one of the most important causes of modification 
in the income stream; and this factor of variation grows more potent as the 
standard of living for the great mass of people rises. It should be included in 
the category of capital goods. 

Another problem of theory has had practically no consideration from 
American scholars. It is the treatment of depreciation. A large part of the 
durable goods currently produced is said to be for replacement of other 
units of capital which have been discarded because of wear and tear or 
obsolescence. Is the entire stream of durable goods which results from 
production to be considered as capital formation; or must a deduction be 
made for that part which represents depreciation? The importance of the 
question, quantitatively considered, becomes apparent when we realize that 
corporations deducted about four billion dollars for depreciation in 1929. 
This item had been; included in operating expenses as a deduction from 
gross profits in arriving at net income. The surplus of these concerns after 
dividends was $2,320,000,000. No one doubts that this surplus item cor 
stituted savings and was available for the purchase of durable goods. But 
the sum set aside for depreciation was also available for this purpose. Ani 
it was almost twice as large as the surplus. All told, these corporations had 
over six billion dollars available for such purposes from their operation. 
Which of these figures shall be included as representing the capital formatios 
of the country through corporate savings? 

From the standpoint of strict logical analysis, the amount charged for 
depreciation and depletion represents an act of savings quite as much # 
does the retention of surplus. Capital is maintained, not by preservation, 
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but by reproduction; and every decision to produce a new unit of durable 
goods is an act of volition which modifies the income stream in favor of capital 
formation and to the ensmallment of production for consumption. Deprecia- 
tion charges, while they are an operating expense, differ from other expenses 
in one important respect. They represent no current disbursement, as do 
the expenditures for labor and materials which are currently consumed. 
A sum equal to these depreciation charges is therefore available for new 
plant and equipment, either by way of replacement or for plant extension. 
if a power plant, or a machine in a factory, or a locomotive on a railroad 
js abandoned on account of obsolescence, it is not replaced by one of the 
old type, but by a new unit which represents the latest and most efficient 
development in the art. The capital, measured in money terms, remains in 
the balance sheet at the old figure, but the physical plant which embodies it 
has taken on a new and more efficient form. 

Considered from this point of view, the depreciation allowance performs 
one of the most vital functions of savings, because it is available in its en- 
tirety for the utilization and installation of new technical developments. 
Such new developments have always been recognized as one of the most 
important sources of the demand for waiting; and the emphasis upon an 
abundant supply of savings derived from the fact that the new capital thus 
created made possible the enjoyment of the benefits of technical advance- 
ment. Even if no new savings were made out of private income for investment 
in our industrial establishments, these could still embody a large part of 
the newly acquired technical knowledge through the utilization of these funds 
which represent their provision. 

This whole question of the economic role played by depreciation, espe- 
cially when it is due to obsolescence, is a subject which has had little at- 
tention from economic theorists. There is no doubt that obsolescence is an 
important source of demand for new capital. In any investigation directed at 
measuring that demand, its role in the process of capital formation should 
be made the subject of study. 

It should be noted, too, that the volume of capital formation in no wise 
depends upon the wisdom or unwisdom of its investment. It has been argued 
repeatedly in America that the productive facilities bought and paid for 
out of corporate surplus cannot be counted as capital accumulation in their 
entirety, for the reason that they are often unwisely invested and there- 
fore wasted. Doubtless it is desirable to know what proportion of our 
annual savings is wasted through unwise investment. But these funds cannot 
be wasted until they have first been saved; and the waste does not occur 
until the savings have resulted in the formation of actual capital goods which 
are proven by subsequent experience to be worthless. To deny that there was 
capital formation simply because that capital is unwisely used merely beclouds 
the issues involved. 

One of the reasons for agitating this subject of the statistical measure- 
ment of capital formation at this time is found in the nature of the 
material which has been made available in recent years, and especially by 
the Census of 1929. The necessary data for this inquiry, as outlined above, 
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have never been available for the United States until now. Indeed, it ;, 
not now available for any other country in the world. Our own censy 
of manufactures has contained a good deal of information on the physic] 
volume of goods produced and the value of this industrial product. Sing 
1919 manufacturing data have been collected and reported every seconj 
year; so that the material is fairly continuous. It covers three boom years 
and two years of serious or violent depression, as well as one of mild recession, 
The years 1919, 1923, and 1929 all enjoyed a high degree of activity in the 
manufacturing industry. In 1921 we suffered from a serious depression, 
and in 1927 a mild recession occurred. The Census of 1931 should be ayail- 
able within the next six months and will picture the situation in one of the 
major depressions of modern history. These data, covering a dozen years, 
must be the foundation upon which any determination of the volume of 
capital formation shall be built. 

But for most of this period there were two difficulties in the use of 
these data for the construction of a picture calculated to show the flow 
of these goods and the amount of the national money income which they 
absorbed. The first shortcoming was that the census of manufactures did 
not distinguish between products used as materials in further manufacture 
(commonly called “semimanufactures’”) and those which were sold to the 
ultimate user. Many of these manufactures were durable goods; e.g., elec- 
tric motors used in automobiles or electric refrigerators. To include both 
them and the ultimate products of which they became a part would lead 
to obvious duplication; yet nowhere were the items sold to other industrial 
users and included in other products shown separately. 

This defect has been remedied in large measure by the Census of 1929. 
This includes a study which shows the purchase of domestic semimanufac- 
tures by other manufacturing establishments. It also shows the distribution 
of sales by manufacturing plants, and it reveals the sales of manufactures 
to industrial consumers. By analyzing this material it is possible to eliminate 
the duplication and arrive at the net volume of production for these durable 
manufactured products. 

The other difficulty in using the materia] available previous to 1929 for 
the purposes here outlined is that their value was given at the factory 
door and not at the point where title passed to the ultimate owner for 
whose use they were destined. For several reasons it is the latter figure 
and not the former that is important. The part of the national income 
which is absorbed by these goods is represented by the final price which 
is paid for them, and not by the valuation placed upon them at the 
factory door. The purchase of such goods is often financed by bank credit ot 
by the issue of securities in exchange for savings. It is the ultimate 
price of houses, automobiles, furniture, or railroad equipment which deter- 
mines the amount of financing which will be needed. We have never knows 
this ultimate price before, nor the relation of prices in the retail market 
to wholesale prices, nor the relation of either of these to the value st 
the factory. In the field of construction work, we have never known the 
ratio of the value of finished projects to the cost of the materials which 
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went into them. The only figure available was the price of materials at the 
factory door. 

Heretofore we have had only indices which showed the relative volume of 
these durable goods produced from year to year. A summation of the 
value of these products to their final users was never possible. This diffi- 
culty has been obviated by the data which is presented in the census of 
distribution for wholesale trade and for retail trade; and by the census of 
construction. All three of these were taken for the first time in 1929. The 
publications of these new divisions of the census make it possible to as- 
certain the value of each class of durable goods as measured by the price 
which its ultimate purchaser pays for it. It will also show the relation of that 
price to the value at the factory door. 

These durable goods should be classified into producers’ goods and dur- 
able consumers’ goods. Such a classification will enable anyone who objects 
to the inclusion of some category or other to eliminate that group from the 
total. 

This material is available only for the year 1929. There is no telling 
when another census of distribution and of construction will be taken. But 
it should be possible to make some intelligent approximation of the value 
of all durable goods for each of the census years back to 1919 with the 
aid of the data derived from a careful study of 1929. And it should likewise 
be possible to carry it forward in 1931 and subsequent census years. One 
of the most interesting results which should be derived from these figures 
is the illumination which they will afford for the operations of our credit 
machinery. Every type of these goods gives rise to financial operations 
running all the way from long-term bonds to installment sales. These are all 
evidences of indebtedness which are purchased by the banks and which 
absorb the savings of the people. When once our financial community knows 
what it is financing, it may be able to formulate a banking and credit policy 
which shall help to maintain stability. 

Ultimately the work here outlined should lead to the construction and 
maintenance of a monthly and also an annual index number for the produc- 
tion of durable goods. This should be compiled currently and published 
probably by some governmental agency such as the Federal Reserve Board or 
the Department of Commerce. 
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SIZE OF BUSINESS UNIT AS A FACTOR IN 
EFFICIENCY OF MARKETING 


H. B. Price, Chairman 


The general topic of this session is size of the business unit as a facto 
in the efficiency of marketing. The economies of size of the business unit 4]. 
though fairly well established for manufacturing industries are not so dis. 
cernable in marketing. The organization for selling introduces problems of 
efficiency that are different from those of physical supply, and apparently 
costs of selling respond to the influence of size somewhat differently thay 
the costs of handling and storing products. Price realization also relates ty 
size of the business unit in a distinctive manner. Research in marketing 
has thus far neither differentiated these various aspects of marketing clearly 
nor pointed out distinctly the relation of each aspect to size and cost af 
operation; nor has as much attention been given to the factors affecting the 
efficiency of marketing as of manufacturing or agricultural production. 4 
considerable body of material bearing on the problem is now available fron 
the various public and private marketing research agencies. The object of this 
round table is to present some of these materials from representative fields in 
marketing research. 

Mitier.—Any advantage that a relatively large-scale marketing 
business has over a relatively small-scale one must come from one or both 
of two factors. Either its unit costs must be lower, or the prices that it is 
able to secure for the product must be higher, or perhaps it has advantage 
from both of these factors. With respect to operating costs, we must grant that 
volume of business is very influential. The principles of large-scale produ- 
tion apply to marketing operations as well as to those of manufacturing! 
In so far as the utilization of equipment and plant is concerned the cases 
are quite the same. Many marketing businesses have mechanical and routine 
operations that can be organized and performed most efficiently in a rele 
tively large-scale unit. It is true perhaps that buying and selling operations 
cannot be as minutely specialized and reduced to simple routines as many 
other types of tasks. But in the case of many farm products that may be sold 
in quantity to large-scale buyers on definite specifications, selling is much 
less personal and more amenable to organization than in the case of many 
other products. It would seem to be largely a matter of training and experi- 
ence together with administrative ability. If so, large-scale enterprises have 
a great advantage in their ability to command the highest type of service. 

The price advantages afforded by volume of business are no less real if 
somewhat more elusive than the cost advantages. They obtain in the broad 
markets of farm products and particularly in the case of those commodities 
that are sufficiently standardized to be sold on the basis of description. 
In such markets sellers best able to make the commodity available in quar- 
tity and in accordance with precise quality specifications are able to secure 
the superior outlets. Ability to supply the commodity on such terms, other 
conditions remaining the same, is within limits a function of volume. 


*Clark and Weld, Marketing Agricultural Products, p. 470. 
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The price advantages enjoyed by such suppliers must be sharply dis- 
tinguished from those that may in some instances be forced from the mar- 
ket through some degree of monopoly control. The former price advantages 
result from a more economical meeting of the demand than is possible on the 
part of small-scale suppliers, who usually cannot cater to the same class of 
trade but must depend upon intermediaries for their outlets. The latter price 
advantage, where it can be realized, is obviously purely exploitive and pred- 
atory. 

It is in the country end of agricultural marketing where marketing busi- 
ness units appear to be particularly undersized. In the wholesaling of 
farm products business units are for the most part large-scale enterprises 
and, generally speaking, margins are narrow and costs are low. But, in the 
country this is not the case. The exceptions to this are in those commodities 
and in those districts where farmers have co-operated to market on a larger 
scale and more efficient basis. Outstanding examples of such developments 
are the large-scale, co-operative marketing enterprises of the citrus fruit 
growers of California and of the poultry and egg producers of California, 
Washington, and Oregon. Other examples might be cited. Nearly every com- 
modity furnishes many instances of significant steps taken by farmers to 
improve farm marketing. Generally speaking, progress has been greatest in 
highly specialized producing regions, remote from the principal market cen- 
ters, and in the case of commodities that go to consumers without processing. 

In the case of grain and livestock, as well as of other commodities produced 
widely in a general or mixed type of farming, country marketing generally is 
ona small and inefficient scale. Most of the farmers’ co-operatives are loosely 
formed, and indifferently supported. For the most part they lead a precarious 
existence competing with local buyers. The majority of the farmers sell to 
local buyers, many of whom are small, independent operators. Others are 
representatives of packers, milling firms, or wholesale marketing agencies. 
These large buying agencies often buy at many shipping points scattered 
over a wide territory. As rural transportation and communication have im- 
proved, such buyers have extended their country buying systems and taken 
a larger and larger place in buying directly from farmers. They have had 
little trouble in either driving out the local independent buyers or making them 
their representatives. 

This might seem to indicate that they have been able to place country buy- 
ing on a much more efficient basis, and they doubtless are more efficient 
than the independent dealers ;? yet the extent to which they can increase the 
eficiency of country marketing is distinctly limited. The reasons for this are 
first, that they cannot greatly reduce the expense of buying and handling the 
commodity at the point of contact with farmers. Farmers are naturally pleased 
to have as many bids to consider as possible. This seems very advantageous to 
them, and in a sense it is. Yet it makes farm buying very expensive because of 
duplication of effort. In numerous grain shipping localities in Iowa there are 
thtee or more grain companies represented with operators and plants where 


*E. G. Nourse, Recent Economic Changes, National Bureau of Economic Re- 
search, Vol. II, p. 580. 
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one set of equipment could handle the grain at much lower cost. Cost studig 
of local marketing agencies reveal wide ranges of costs and close correlatioy, 
between costs and volume of business.® Yet, in the usual local market situatin, 
the business is split up among several handlers so that average market 
costs are much higher than they need to be. This seems to be the price thy 
the farmer has to pay for having buyers carry their competition for hiy 
products down to the farm. 

A second reason why the integration of local buying by central marke 
agencies does not go far towards greater efficiency in the marketing of 
the products of a particular community is that such buying agencies cannot 
be said to widen the market for the locality. In fact where the local trad 
passes into the hands of a relatively few central market interests, the produc 
of the community may be less widely distributed than formerly. Add to this 
possibility, the fact that the farmer in his individual capacity is far from being 
an expert salesman, and there can be little doubt that these developments ip 
large-scale country buying weaken rather than strengthen his trading position, 

These cursory observations of the inefficiency of local marketing point ty 
small-scale farm selling as its chief cause. The buyers, large, and small, in 
the country trade cannot be held responsible for the wasteful methods of mar- 
keting evident in most localities. They are, generally speaking, not the cause 
of these conditions, but rather the effects. Farmers’ co-operative agencies, 
organized in a manner that forces them to compete with local buyers, have 
been able scarcely to hold their own, and have not increased the efficiency 
of marketing. The roots of the problem lie too deep to be eradicated by 
reform methods that only aim to substitute one type of middleman for ar- 
other. For improvement in conditions the farmers need to combine s0 as to 
reorganize farm marketing on a large-scale basis. 

Much of the co-operative movement among farmers has missed the main 
opportunities to increase the efficiency of agricultural marketing, which lie 
in the handling of the commodity at the farm and at local points and in 
the development of efficient sales units to administer the selling of the product 
of a district. The farmers of a given locality need to combine on a sufficient 
scale to enable them to substitute large-scale for small-scale methods in 
the trade of the locality. Much of co-operative marketing fails to bring to 
gether the farmers of a given locality or district in sufficient numbers for most 
efficient local handling of the commodity. The result is that much of co-opers- 
tive marketing among farmers has failed to increase the efficiency of marketing 
in the country trade. These weaknesses of local and regional co-operatives 
cannot be remedied by combining such enterprises into central or even ns 
tional units. Such agencies cannot remedy inadequate co-operation among 
the farmers themselves. 

NarHaNaEL H. Encie.—In attempting to measure statistically the ir 
fluence of size upon the operating efficiency of a wholesale establishment ont 
of the first problems is the selection of a unit of size. Practically this is not 
a serious problem since there is little choice. Theoretically, there are a number 
of alternative criteria of size which should be considered. 


*Clark and Weld, Marketing Agricultural Products, Chapter XXI. 
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One of the more definite of these is a unit of physical volume such as a 
‘on of merchandise. Another method is the use of the individual sales trans- 
action. Other methods of measuring the size of a merchandising establishment 
are the number of square feet of floor space, the number of employees, or 
the volume of sales. The last of these is the one which I have selected 
by a sort of Hobson’s choice to measure the effect of size upon the operating 
eficiency of wholesale merchants dealing in manufactured goods. For most 
purposes the sales dollar is as good a measure as any of the others. Certainly 
for purposes of comparison between different establishments operating in 
the same year it offers a definite and easily understood size unit. 


TABLE 1 
TOTAL EXPENSES® AS PER CENT OF NET SALES FOR WHOLESALE MERCHANTS IN SELECTED TRADES, 
BY SIZE OF BUSINESS, UNITED STATES, 1929* 


Kind of Business (Trade) 


Size Groups 
(net sales in 
thousands 
of dollars) 


Drug | Gonis | Elec: 
(general (spe- trical : (spe- | Var- 
line) cialty) Goods i cialty) | nishes 


3 
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Under 50 
50 to 100 
100 to 200 
200 to 500 
800 to 400 
400 to 500 
500 to 1,000 
1,000 to 2,000 
2,000 to 4,000 
4,000 to 8,000 
8,000 to 15,0900 
15,000 to 25,000 
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After the size unit has been selected, a second problem is the determina- 
tion of the best measure of operating efficiency. If by operating efficiency 
; we mean the degree of economy with which the economic factors of production 
are used in performing the marketing functions, it is reasonable to assume that 
the money costs incurred in performing these functions roughly measure the 
degree of marketing efficiency. I have acted upon this assumption and have 
used the operating expense ratios compiled by the Census Bureau. 

I have based this study entirely upon statistics which I have helped to 
compile while with the Bureau of the Census. The facts have been assembled 
and summarized from a special series of trade studies for eight groups of 
wholesale merchants, each of which carried a different line of manufactured 
goods. For the most part these establishments constitute a homogeneous group 
of merchants operating in much the same way and performing most of the 
wholesaling functions. In addition, I have made a special study from the 
schedules of 2,418 general line wholesale merchants in the grocery trade 
in which I attempt to measure the effect of size upon a number of specific 
marketing functions as well as the combined total of such functions. 
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A few conclusions may be drawn from the statistics shown in Table } 
which covers the total expenses for eight trades. Without exception, the very 
small-scale establishments in all the trades reported relatively high operat 
expenses. Aside from this one similarity, the different trades were affects 
variously by size of business. In four trades, electrical goods, hardware Spe 


TABLE 2 
NUMBER OF ESTABLISHMENTS AND NET SALES BY SIZE OF BUSINESS, WHOLESALE MERCHANT:~ 
GENERAL LINE GROCERS, UNITED STATES, 1929* 


Size Groups 
(net sales in thousands | Number of Estab- Net Sales Per Cent of 
of dollars) lishments Total Net Sales 


Total 2,418 $1,708 , 437 , 660 100.00 


100 to 500 1,335 376 , 274,075 22.02 
500 to 1,000 671 471,712,411 27.61 
1,000 to 3,000 351 548 , 896 ,540 32.14 
3,000 to 8,000 55 242,400,418 14.18 
8,000 to 25,000 | 6 69,154,216 4.05 


cialties, paints and varnishes, and radio sets, the total expenses expressed 4s 
percentages of net sales declined with minor variations as the size of the 
business increased. A large scale of operations is not always best, however, 
In two trades, dry goods and groceries, total expenses declined from 13; 
per cent and 13.8 per cent of net sales to 9.0 per cent and 8.7 per cent respec- 
tively as size of business increased to $400,000-$500,000. As the size of bus- 
ness increased thereafter expenses increased to 12.1 per cent and 14.8 pe 


TABLE 3 
EFFECT OF SIZE ON EXPENSE AND OPERATING ITEMS, WHOLESALE MERCHANTS—GENERAL LIE 
GROCERIES, UNITED STATES, 1929> 


| - Per Cent of Net Sales 


Size 
Groups | Total. Total Direct | Interest | Rent | Credit | Returns | Inver- 
Expenses®| Wages‘ | Selling Paid! Paid! | Salest | and Al- | tories 


Expense? | lowances' 
| 


Total 83 | 5.56 | 2.57 49 | 0.52 ; 2.12 | 14.48 
I 03 | | 2.49 | 0.68 1.70 | 14.01 
I 48 | 5.21 2.43 49 | 0.54 1.87 | 14.8 

lll 2.39 0.49 | 0.46 ; 2.82 | 14.10 

IV 11.08 | 6.55 | 2.91 46 | 0.41 1.70 | 14.70 
V 14.83 | 9.51 | 3.98 43 | 0.46 3.05 |- 18.28 


® Census of Whol: will Distribution, Trade Series. The number of establishments for each 
group constitutes all of those reporting to the census bureau—practically all in the United 
States. 

b Census of Wholesale Distribution, special tabulation. No establishments from communitié 
of less than 10,000 people and no establishments with sales below $100,000 per year. 

° Exclusive of net profits. 

4 Includes salaries of hired employees, but excludes salaries of proprietors and firm mea 
bers. 

© Includes salaries, commissions, bonuses, and expenses of salesmen for only those estal- 
lishments reporting salesmen. 

{ Percentage based upon statistics from only those establishments reporting these items 
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cent respectively for the establishments with sales between eight and fifteen 
million dollars. In the two remaining trades the evidence is less conclusive. 
However, expenses showed an increase in the largest size group. 

Few if any generalizations are indicated by the statistics in Table 1. If 
it were not for the dry goods specialty wholesalers whose costs increased in 
the larger brackets, a rule for specialty wholesalers might have been sug- 
gested to the effect that costs vary inversely with the size of the business. 
The more reasonable explanation appears to be that sales had not been 
pushed far enough by the four specialty groups to incur increased costs. The 
evidence, therefore, as to the influence of size of business upon wholesale mer- 
chants as a group is not conclusive. For a few specific trades, however, such 
as groceries, it seems clear that large-scale business is not the most efficient. 

In order to determine the incidence of size upon specific marketing func- 
tions, 1 prepared a special tabulation for 2,418 grocery wholesalers. (See 
Tables 2 and 3.) Summarizing the facts brought out in these tables it appears 
that for wholesale merchants in the grocery business, the total costs of per- 
forming the marketing functions vary directly with the size of the business 
after sales have reached a minimum of $100,000 per year. Expenses incurred 
for labor also increase as the size of the business increases. Selling efficiency 
as measured by the costs of performing the selling function decreases as the 
sales volume becomes larger. On the other hand, efficiency in performing 
the storage function as measured by rent expenditures varies directly with 
sales volume and is greatest with sales between $3,000,000 and $8,000,000. 
In so far as interest payments are a clue to efficiency in performing the 
function of market finance the large-scale houses seem to have the advan- 
tage. The granting of credit, however, which also reflects the finance func- 
tion, does not indicate any very definite relation to sales volume. The two 
remaining indexes of marketing efficiency, returns and allowances and inven- 
tories, indicate that the very large establishments are least efficient. 

In conclusion I believe that the facts brought together in this paper in- 
dicate: that a very small scale of operations for wholesalers of manufac- 
tured goods is less efficient than a somewhat larger scale, that there is a 
fairly wide range in which size of business has very little measurable effect 
upon operating efficiency, that there is a maximum size in some trades and 
possibly in all beyond which operating efficiency diminishes and, finally, that 
the incidence of size upon marketing efficiency is not uniform for all of the 
marketing functions. 

W. H. S. Srevens.—In manufacturing industry based upon the Federal 
Trade Commission’s intensive study of plant cost by size of plant in the 
bread industry for a period of years, we may conclude, first, that though 
both price (as indicated by sales realization) and cost per unit decline as 
the size of plant increases, costs decline more rapidly than sales realization 
and net profit per unit tends to rise. Second, that if the bread results are 
typical, multiple plant operation does not reduce the cost of producing and 
selling for plants of the same size. 

In the field of retailing as in the field of manufacturing the effect of size 
may be examined from the standpoint of size of the retail store or since the 
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growth of large chains, from the standpoint of size measured by units op- 
erated. 

For the effect of size of establishment, the most comprehensive figures avai). 
able are those of the Harvard Bureau of Business Research. This organiz. 
tion has compiled as percentages of sales, the gross margins, operating ¢q. 
penses and net profits of several kinds of business for varying periods of 
from one to ten years or more. 

The most comprehensive of these sets of figures is in the department stor 
field where the figures cover the eleven years, 1921-31. The larger stores ayer. 
age substantially higher gross margin, operating expense, and net profit 
percentages on sales, the higher net profits, of course, arising from the fac 
that the gross margins of the larger stores are relatively higher as con. 
pared with the operating expenses than is true of the smaller sizes of stores, 
Retail shoe stores show the same tendency as department stores. Excluding 
the smallest of the grocery size groups, the larger sizes of stores usually show 
the highest gross margins, as high or higher operating expenses than the 
smaller stores, and the largest net profit percentages. 

All three of these retail lines, it will be observed, differ from manufac 
turing in showing higher operating expenses for the larger establishments, 
In jewelry retailing, however, an entirely different tendency appears and the 
results more closely resemble those in manufacturing. Here, both gross 
profits and operating expenses tend to decrease with the size of store, the 
latter figure somewhat more than the former, with a consequent increase in 
net profit for the larger establishments. Automobile tire and accessory dealers 
show the same tendencies as jewelry retailers though the figures in this 
case cover only the year 1923. 

Summarizing the results of the Harvard studies, therefore, it appears por 
sible to conclude: that in groceries, department stores, and shoes, the tendency 
is for gross margin, operating expense, and net profit percentages of sales to 
increase with increase in the size of store, a greater increase in the margin 
than in operating expense accounting for the increased net profit; that in 
jewelry and automobile accessory retailing, gross margins and operating ex- 
penses both tend to fall as the size of the establishment increases, the net 
profit, however, tending to increase because of a lesser decline in the gross 
margin than in the operating expense; operating expenses do not therefore 
tend to decline generally in retailing with increases in the size of unit as in 
manufacturing but in both, net profit tends to vary directly with the size of 
the particular manufacturing or retailing establishment. 

It is by no means certain how far and to what extent variations of operat- 
ing expenses with the size of establishment are actually dependent upon the 
size of the store involved. The reason is that there is a considerable volume 
of data in both the Harvard Bureau and the census figures indicating thst 
operating expenses tend to vary, to some extent, directly with the size of the 
city, particularly when comparisons involve very large and very small 
cities and it appears obvious that at least within certain limits the size of 
store will vary with the size of the city. 

The Harvard Bureau of Business Research has tabulated its department 
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store figures for 1929 in nine size volume groups. In these figures, the varia- 
tions in the gross and net profits and operating expenses by size of city appear 
to be appreciably greater than by size of store, thus seeming to lend support 
to the conclusion that the size of city is of greater importance than the size 
of store in producing variations in financial results. 

Time has been lacking to permit extensive computations from census fig- 
ures necessary to any generalized statement as to the effect of size of city. 
I have, however, compared the per cent of operating expense to sales for 
ten kinds of business in all cities in Pennsylvania of under 10,000 and 10,000 
to 30,000 population with those for Allentown (92,000 population), Scran- 
ton (143,000), Pittsburgh (669,000), and Philadelphia (practically, 
2,000,000). For most of these ten kinds of business, cities of 10,000 to 
30,000 population commonly show higher operating expenses (proprietors’ 
salaries being included by the census method of average wage of full-time 
store employee) than those of under 10,000. The average operating expense 
percentages for these two smaller sizes of cities in Pennsylvania, moreover, 
are also usually lower than those for any of the four larger cities mentioned, 
in each of the ten kinds of business, though exceptions occur particularly in 
grocery, grocery and meat, and variety. At this point, however, the effect of 
size of city becomes less apparent. Allentown, though under 100,000, is 
higher than Philadelphia in six of the ten kinds of business while Scranton 
is likewise higher for a majority of the groups than either Pittsburgh or 
Philadelphia. Pittsburgh also shows a higher operating expense ratio than 
Philadelphia in at least six of the ten kinds of business. 

This brings us to a consideration of the difference in the operating results 
of single and multiple unit (chain) stores. Census figures of the per cent of 
operating expenses to sales, for both chains and independents, are available 
for twelve kinds of business. In every one of these types of business, with 
the exception of grocery, department stores, and women’s shoe stores, the 
chains show a higher ratio of operating expenses to sales. The figures of gross 
and net profit, of course, are not shown by the census. 

Although multiple unit operation in retailing apparently leads to higher 
ratios of operating expenses to sales, therefore, as compared with unit opera- 
tion because of differences in functions, this does not necessarily mean that 
the gross margins or operating expenses involved in getting goods from 
the producer to the consumer are higher through the multiple unit operations 
of the chain. Dr. N. C. Engle, formerly of the Wholesale Division of the 
Census of Distribution, has furnished me with certain computations in which 
the census independent, wholesale, and retail figures of operating expenses 
are combined, for five lines, clothing and furnishings, drugs and drug sundries, 
groceries and food specialties, meat and meat products, and house furnishings. 
In all these lines except the last named, the combination wholesaler-retailer 
operating expense percentages exceed those of the chain. Dr. Schmaltz ar- 
rived also at the same conclusion for groceries in an article in the Harvard 
Business Review combining the results of the Harvard Bureau’s studies of 
grocery chains with their combined figures for grocery wholesaling and 
retailing. Offsetting this to some extent, however, is the greater service of 
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the independents who more generally give credit and delivery to consumen, 

One further point in connection with the effect of size in retailing Concerns 
the relation of the number of retail units to operating expenses, Zross may. 
gins, and net profits. Harvard Bureau figures are available for 1929 for al] 
three of these items in the case of shoe, drug, and grocery chains though fy 
only three size groups. Because of the small number of groups, the resuly 
are not entirely satisfactory. There is some indication of a decrease in grog 
profit with increases in the number of units in shoes and drugs with a bette: 
indication of an increase in this item in groceries. Operating expense jp. 
creases with size in groceries but declines in shoes and drugs while net prof 
increases in groceries and drugs and, with some qualification, in shoes, 

The census figures on this point are for operating expenses only. I hay 
used twelve types of business in this comparison. In only three of these, office 
appliances, variety, and possibly hardware chains, is there any tendency 
for operating expenses to increase with the number of stores operated. Drug 
and shoes are, in my judgment, indeterminate though the tendency, if there 
is any, seems to be for the expense to decline with increases in the number 
of stores. Department stores I would also class as indeterminate. The re. 
maining lines, women’s apparel, furniture, auto accessories, grocery, com- 
bination grocery and meat, and possibly installment jewelry show a dow:- 
ward trend with increases in stores operated. The figures are open to some 
question because in drugs and the two grocery groups, warehousing and 
other overhead is not included for the large chains operating warehouses, 
This might easily affect the showing for the larger chain groups. 

As in the case of unit stores, however, there are certain indications that 
operating expense variations of chains according to the number of stores 
operated may be due no more or perhaps even less to the number of stores 
involved than to their location. Chain operating expenses by size of city are 
available in the census data for only four kinds of business, grocery, combina- 
tion grocery and meat, shoes, and drugs. In each case, there is an appreciable 
increase in operating expense with the size of city which is especially pro- 
nounced in shoes and combination grocery and meat. 

Drugs present the only case in which the census has to date broken down 
the figures by size of chain within the size of city and though the figures are 
only for cities of over 100,000 and under 30,000 population, the rather de- 
cided differences between them would tend to confirm the view that size of 
city is a factor of at. least equal importance with the size of establishment. 

The fact that the variations of expenses are so great for drug chains of 
the same size operating in cities of different size combined with the fact 
that in cities of the same size there are still important variations in expenses 
for different sizes of these chains points to the conclusion that the effects 
of either size of store or size of chain upon gross margins, operating ¢x- 
penses, or net profits cannot and will not be thoroughly understood until 
size volume figures are analyzed according to the population of the cities in 
which they are operated. The Harvard Bureau must be given credit for 
recognizing that the size of city was an important factor in operating results 
and they have in the past presented a number of analyses of this character 
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ng with those by size of establishment. An analysis of their past results 


alo 
for unit stores by size of establishment in cities of varying ranges of popu- 


lation would be extremely valuable. And the same applies to their wholesale 
figures. Such a composite breakdown is apparently not practicable from the 


published census figures, though the information necessary for it was ob- 
tained. It would seem more than worth while in any subsequent census to 
publish either such a breakdown or the data for making it. 

W. J. Donatp.—The merger movement is not over and once financial 
markets become favorable to security flotations, we may well expect it to 
return in considerable volume. Meantime, the kinds of mergers that are taking 
place, for the most part, are the purchase of plant, goodwill, patents, and 
business of small companies by large companies, and the purchase of the se- 
curities of a small company by a large company, often conditional on net 
profits. 

The marketing advantages and economies to be secured from mergers vary 
widely according to the class of merger or combination of classes of merger. 
Among those which have been generally assumed are the following: stabiliza- 
tion of price in highly competitive markets, standardization of products in 
the interests of a lower price and a lower cost of production from large- 
scale continuous operations, reduction of expense of advertising, reduction 
of the sales force, reduction of the total number of branch offices and branch 
oflice expense, improvement in the quality of marketing staff service availa- 

le in the marketing of all products in the line, the rounding out of a family 
of products, reduction of sales administration overhead, reduction of sales 
traveling expense, reduction of transportation charges through elimination 
of cross shipments, strengthening of the position of the company in reciprocal 
selling, strengthening of the position of the merged company in relation to 
large dealers, especially department stores, chains and syndicates, reduc- 
tion of the number of drops and the amount of distressed merchandise once the 
initial stages of the merger are completed, partial elimination of competition 
from inferior products, advantages of more adequate financing of purchases, 
especially through an allied installment credit corporation, increased se- 


| curity for trade marks, making possible a stronger policy of selective dis- 


tribution. 

While not all of these marketing advantages of mergers apply to all 
mergers and while many of the plans that could have been realized have not 
functioned effectively in many cases, and while the marketing aspect of merg- 
ers has been most neglected, nevertheless, it is my opinion that the pos- 
sibilities are quite as great as have been claimed and that they will yet be 
realized if sound marketing policies are developed for each individual 
situation. 
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SESSION ON FEDERAL RESERVE POLICY SINCE 1996 council 
e 
RESERVE BANK POLICY AND ECONOMIC PLANNING! oe 
By L. Reep create 
Cornell University = 
are al 
Of the numerous and varied products of the existing depression, th: MEE 20? 
most significant, from the standpoint of future governmental structure, that, 
is the intensification of the demand that this country should immediatey Jie 'S “ 
create new agencies to be vested with economic planning responsibilitie, fame t° © 
Despite the fact that it has long been orthodox doctrine to hold that, of ap 
large degree of community interference is required to permit the con- fae »"¢ ¥ 
petitive system to function equitably, despite the tendency to declare ments 
that more and more industries are vested with a public interest, despite Je PTO 
the tremendous increase of regulatory boards and commissions in al jae =¥°" 
branches of government, it is becoming increasingly popular to urg In 
that private enterprise should be subjected to still more direction and — 
control. Otherwise, we are informed, the only alternative is Sovietism, jae '°""* 
and Sovietism must be a dreadful state. For, if it were not, we would cial | 
not be willing to contemplate so many vexatious devices to avoid it. » ine 
Many of the most widely discussed of recent plans to secure the the F 
more harmonious utilization of our material resources are confessedly = 
councils of despair in that their proponents do not, at the present stage, deca 
profess ability to refute even the most superficial of objections. Despite ceed 
the wide and varied experience out of which it grew, and the loftiness the ' 
of purpose of its author, the Swope plan cannot guarantee any means erall 
whereby outputs can be properly adjusted to consumption demand — 
unless the trade association is given power to restrict arbitrarily the with 
entrance into the industry of new competing enterprises. As for a goodly den} 
portion of the plans to set up national economic councils, the thinking of P 
has admittedly not gone far beyond the stage of organization and struc- - ft 
ture. It is merely hoped that much good might result if provision were 
made for the formal and regular gathering together of representatives Ing 
of important economic interests on a council definitely charged with he 
the responsibility of giving advice to legislative and administrative au- ban 
thorities. So far as I am aware, no one has yet advocated that such 4 = 


1The reader is requested not to assume in advance that the writer’s thesis will be 
that the Reserve banks should take unto themselves such planning responsibilities a 
have been delegated to national councils in several European countries. The writer in- 
tended to argue that by the wise exercise of existing credit powers the Reserve banks 
could lessen the necessity for such planning bodies. If the writer does not make this 
position clear he is open to adverse criticism on the ground that the Reserve banks are 
not so constituted, administratively, as to justify the delegation of detailed economic 
planning responsibilities to them. If the exposition is consistent with his intention, 
however, such criticism would be a misinterpretation of his paper. 
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council should be substituted, with power to enact legislation, for one 
of the houses of the federal Congress, both of which are now organized 
on the basis of geographical representation. The present program is to 
create new agencies of control, not to destroy or systematize old. 

In the field of credit, particularly in that of investment banking, there 
are also pressing demands that we graft on to existing agencies new 
boards of control or advice. It is advocated in several current proposals 
that, without the consent of a credit planning commission, new securi- 
ties could not be issued or distributed; and that licenses to appeal to 
the country’s investors should be granted only after the formulation 
of a plan, designed to keep the various industries in step and in harmony. 
The unescapable difficulty that partiality could not be avoided in allot- 
ments is held to be a minor evil as compared with the consequences of 
proceeding further with existing methods of procuring funds from 
investors. 

In estimating the probability that such new agencies would operate 
successfully it is necessary to inquire whether they would possess ad- 
vantages over existing planning organizations. I do not believe it spe- 
cial pleading to argue that in the credit field we already have a planning 
agency with broad and extensive powers. Central banking systems are 
the products of years of experience and of constant adaptation of their 
operations to the requirements of particular economic situations. For 
decades they have been the repositories of a wealth of information pro- 
ceeding from business contacts and operating experience. They deal in 
the vital fluid of competitive enterprise credit—and yet they have gen- 
erally escaped responsibility for making special and particularized de- 
cisions. It is true that this observation might be held to be inconsistent 
with the fact that our Federal Reserve banks are required to accept or 
deny specific discount applications by member banks. But as a matter 
of procedure most such decisions are based on rules of thumb; and it 
is furthermore generally true that the initiative of our Reserve banks 
in conducting open market operations is a decisive factor in determin- 
ing whether discount applications will be made by member banks in 
large or in small volume. At any rate, it is a function of the member 
banks to distribute credit among rival bidders. Federal Reserve re- 
sponsibilities relate principally to such general powers as influencing 
the cost and supply of credit, and not to selecting the particular enter- 
prises among which credit is to be allotted. 

Many of the objections applicable to plans to create new agencies 
for the promotion of economic harmonies cannot therefore be made 
against the type of planning for which a central banking system seems 
clearly adapted. It is accordingly essential that more thought be given 
by economists than has been to the possibilities of securing through 
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central banking operations some of the objectives of current plann; 
suggestions before traveling the perilous paths toward trade organiy. 
tion control, toward formally recognized national economic councils, 
toward governmental agencies to ration and allot long-term credit, 
If now we argue that the Reserve bank directorial bodies posse 
certain definite advantages as economic planning agencies, agencies ty 
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which much of our stabilization program should be entrusted, it js Me 
necessary to inquire as to the help that economists may give then plical 
Unless purposive, economic thinking of a broad character becomes donj- with 
nant in their councils, the Reserve banks must continue to be regarded oper 
as part of the domain of private banking. We must determine, there in a 
fore, as precisely as we can how applicable current business cycle theories adhe 
are to the type of facts with which any central banking system is d- the a 
rectly concerned. What prospect is there of reaching some measure of more 
agreement among proponents of rival theories so far as the task js tions 
that of finding a basis for practical banking operations? To what ex- cent 
tent can the rival doctrines be subjected to statistical verification s whie 
that any application of them will seem to be realistic; so that, in other fact 
words, men of analysis, on the one hand, and administrators on the pub! 
other, will find a common meeting ground? What possibility is there that, in‘lu 
in the practical problems of credit and banking, economists may be rege 
moved to distinguish between attempts to solve the distant ultimates and rate 
efforts to uncover proximate realities? What, in short, have economists pric 
to offer the type of men who always will occupy positions of influence To 
in central banking administration? Although satisfactory answers to tra 
any of these questions cannot here be given, a mite of progress may per- cos 
haps be realized. pos 

At the present juncture, there would probably be little disagree- hay 
ment among economists with the assertion that, for our purposes, a of | 
large part of business cycle theory cannot be utilized. Without dis- } 
paraging its value for other purposes, it will be readily admitted, | son 
believe, that much of prevailing theory is the result merely of ingenious spl 
exercises in the drawing of deductions from premises, the truth of which Cor 
may not be universal. To my mind a case in point is the brilliant work ha 
of Foster and Catchings—and I go out of my way to say brilliant be pr 
cause so many adverse critics seem not to understand their argument. ret 
Their analysis does reveal clearly how, if saving goes beyond certain th 
limits, difficulties must be encountered in finding a market for the out- sh 
puts of industry. But the initial equations, which are asserted to repre me 
sent a condition of equilibrium, make no formal entry for saving. It of 
cannot be denied, however, that, without saving, a society possessing re 
the other characteristics therein ascribed, must shortly experience 4 be 
diminution in outputs. From the very first the doctrine is thus posed P 
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‘n such a way as merely to raise the question whether saving can go too 
far. It itself does not reveal the amount of saving necessary to permit 
equilibrium to be maintained year after year between production and 
consumption demand. Informative as the doctrine may be with respect 
to possible processes it cannot be accepted as a basis for a stabilization 
policy. 

Many other doctrines which are frankly intended to be directly ap- 
plicable to central banking problems reveal a confidence that is amazing 
with respect to the simplicity with which it is assumed financial forces 
operate. A variety of such theories assume there is some magical quality 
in a central bank’s discount rate. Frequently, it seems unnecessary for 
adherents of such doctrines to inquire whether the fundamental fact is 
the availability of credit, or the cost of obtaining credit. The processes, 
moreover, by which credit flows from one use to another, the obstruc- 
tions encountered in its flow, the conditions governing the relationship of 
central bank operations to member bank activities, the circumstances 
which influence member banks in utilizing, say, surplus reserves, the 
factors which in turn govern the borrowing dispositions of the business 
public, these to many economists seem to be unessential questions. The 
induence of a high or low bank rate upon business activity is often 
regarded as direct and universal in the intensity of its influence. A low 
rate, so it is sometimes alleged, gets translated immediately into higher 
orices for the “non-available output” by means of the discount process. 
‘fo others a low interest rate stimulates purchasing even by dealers and 
traders who have a quick turnover through the process of reducing 
costs. Such doctrines, no matter how useful they may be for some pur- 
poses, demand too much faith in the influence of particular, and per- 
haps minute, processes to be acceptable to bankers who know something 
of other powerful forces that are always at work. 

Nor can I omit friendly reference at this point to the zeal with which 
some price stabilizationists have overworked the doctrines of their in- 
spiration by assuming under all conditions the easy responsiveness of 
commodity prices to money and credit policies. In recent years there 
has been a tremendous amount of discussion regarding the particular 
price level to which, by means of credit policies, we should endeavor to 
return speedily. Would it be better to re-establish the level of 1926, or 
the average for the 1928-32 period, or some other price level? And 
should the governing index reflect wholesale prices, costs of living, or a 
more general array of goods and services including perhaps the prices 
of intermediate goods? Does not much discussion of this type fail to 
reckon with the possibility that under certain conditions it may be 
beyond our power to avoid some instability in our standard of deferred 
payments, or that temporary success in such stabilization efforts might 
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finally result in violent and perhaps uncontrollable price movements of 
a reverse character. 

To drive home this point, I should like to make reference to the ac. 
tivities of the Reserve banks in the middle of 1927. Although undoubtedly 
conceived to accomplish other ends, the greatly increased open market 
purchase of the Reserve banks in the first half of 1927, and the ensuing 
reductions in discount schedules from July of that year on, represented 
precisely the sort of action we should have expected of our central 
banking system if it had been under mandate to stabilize wholesale price 
levels. For, during 1926, the Bureau of Labor Statistics wholesale price 
index declined by about 5 per cent, and, during the early part of 1927, 
this mild, but steady, downward movement continued. Toward this 
downward movement a variety of factors undoubtedly contributed. But, 
in my belief, we should admit the influence of an unusually rapid intro. 
duction by manufacturing enterprises, especially, of improved machinery 
and cost-saving processes of all sorts. This contention may be ill 
founded. But whether or not it is, disproof cannot, I think, be found in 
statistics of production of the type which show that the annual rate of 
growth in total outputs from, say, 1922 to 1928, was not far out of 
line with pre-war trends. Technical and organization improvements, I 
believe, had much more often the consequences of reducing costs and 
of increasing capacities than they did of expanding outputs. Considera- 
tion of unemployment tendencies in this period adds support to this 
interpretation. But even if I can be convicted of error in this assertion, 
I shall not be greatly worried. Any assumption erroneous as to facts 
can easily be made the hypothesis of a period which we may experience 
in the future. 

As a result of these Federal Reserve easing measures the growth of 
member bank loans and investments from the first quarter of 1927 to 
the middle of 1928 was extremely large, in fact much in excess of the 
1922-29 average. Largely as a consequence, I hold, the supply of credit 
made available to business corporations by means of new non-refunding, 
security issues was of record volume. Through investment offerings funds 
were obtained which, when distributed through the normal channels of 
trade, so sustained the money demands for goods of all types that, 
until almost the close of 1929, the downward movement of wholesale 
prices was checked. But this stabilization of prices was accompanied by 
a remarkable expansion of our capital equipment. Productive power 
was so geared up that, ever since the 1929 recession in the security 
markets, it has been difficult to find a satisfactory outlet for bank 
credit in plant improvement projects. 

The rapid price declines of recent years may therefore be charac- 
terized, I think, very largely as a belated consequence of the easing 
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credit measures of 1927. In other words, it may properly be asked if 
commodity prices which do not sufficiently respond to reduced per unit 
costs of production may not just as appropriately deserve the opprobri- 
ous term of inflation as might, under other conditions, an actually ad- 
yancing price level. The argument here might possibly be strengthened 
by calling attention to international factors. To attempt to sustain 
domestic commodity prices by credit devices when, in other nations, 
contrary forces are at work, may necessitate the creation of so much 
credit as to encourage serious abuses in the investment and speculative 
markets. It may be that this phase of the problem will be dealt with in 
the following paper. 

Since this illustration has been long I may reiterate that I am trying 
to show the impossibility of utilizing certain stabilization doctrines 
which assume that the world in which we live is so ordered that we may 
easily avoid fluctuations in the purchasing power of our monetary unit 
by means of credit policies if only we have the will to do so. It may 
perhaps be true that, if we are to avoid extensive price derangements, we 
must accept minor readjustmerts in prices, as well as in the volume 
of business activity, as part of our inexorable destiny. 

The above-stated appraisals of the inadaptability for our purposes 
of much of the business cycle and stabilization doctrine that is current 
are given merely as a prelude to the kind of theory that here will be 
offered. Our doctrine must, if possible, be dressed in a terminology that 
is understandable to banking executives; it must not be crowded with 
ultimates when proximate realities will suffice; it must not be fashioned 
to accomplish too grandiose objects; it must, as far as is possible, be 
capable of statistical verification; it perhaps should be little more than 
intelligent empiricism. At the same time, however, it should be capable 
of being interpreted in terms of the processes by means of which economic 
forces operate. 

But what should be the cardinal points in such a doctrine? With 
especial reference now to economic and financial processes, the follow- 
ing are suggested: 

1. There must be full recognition of the proposition which our chair- 
man has so ably expounded? that the real starting point of disorderly 
liquidation is the general rush of those in debt to get out of debt. The 
moment debtors as a class decide that they have overreached them- 
selves, all sorts of disturbances are initiated which tend to develop with 
cumulative force. Anxiety to convert assets into cash is the universal 
proximate cause of disorderly price declines and of liquidation in all its 
more violent aspects. To check such liquidation, purchasing power in 
the form of bank credit must in some way be restored. Despite much 


*Irving Fisher, Booms and Depressions. 
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general opinion to the contrary, I do not believe that business cycle 
theory has demonstrated successfully how, outside the field of released 
banking power, depression automatically generates forces capable of 
y increasing evils resulting from the general 
pressure to liquidate debts 


overcoming the co t] 


2. The most important underlying cause of a general disposition of 


entrepreneurs to liquidate is the fact that new debts are not being cre. 
ated in sufficient volume. ‘There is nothing wrong with debts per se because 


a vital aspect of business is the contracting of debts by some in the hope 
that such debts can be liquidated out of funds circulated among the 
members of the business community as a consequence of the borrowings 
of others. Indebtedness is incurred only because there is confidence that 
new debts will regularly succeed and take the place of old debts. In 
other words, since most private debts are paid by drawing checks against 
banks, the constant | normal flow of bank credit into new business 
transactions must not be interrupted if old debtors are to be kept from 
initiating disturbing liquidation. 

3. The banking system must be so organized, if the purpose is to 
avoid periods of disorderly liquidation, that hesitation among the 
entrepreneural classes will shortly be countered by decisive efforts on 
the part of banks to nore credit into use. In this respect it may fairly 
be questioned if the American banking system operates as successfully 
as in the days prior to the organization of the Federal Reserve system. 
Member banks have been taught that they should not plan to employ 
Federal Reserve credit for extended periods of time. But experience 
shows that in boom years an irregular and intermittent nibbling into the 
reservoir of reserve credit by a large number of member banks will give 
rise to a considerable volume of discount indebtedness. After the turn in 
business arrives, bankers like other business men strive nervously to erase 
these debts. In the absence of such windfalls as the receipt of gold from 
abroad and favorable central bank operations, bankers as a class cannot 
discharge their debts to the reserve institutions save by reducing the 
volume of their deposit obligations through calling loans. But the rapid 
calling of loans destroys the worth of bank assets. Vigorous counter- 
action by the Reserve banks, by means of such processes as extensive 
open market purchases of government securities, is then required to 
stem the tide of liquidation. In an acute emergency the mere establish- 
ment of low discount rates is likely to be of little avail. 

4. If the volume lebts contracted before a severe shock to con- 
fidence has been large it is probable that open market operations de- 
signed merely to erase member banks’ discount indebtedness will not 
be sufficient to rest he flow of bank credit throughout the business 


community in sufficient volume to check disorderly liquidation. When 
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jysiness activity recedes bankers become more conservative in granting 
credit, and, in a declining securities market, bank deposits, in com- 
parison with holdings of corporate equities, become more preferred by 
‘investors. A refusal at such a time of depositors to invest has essen- 
tially the same consequences as at other times would result from the 
moval from business use of a portion of the outstanding exchange 
medium. 

5. In the distribution of bank credit the long-term capital opera- 
tions of business are of great importance, because these operations 
constitute that portion of our economic activity which at all times 
exercises an especially potent influence upon prices. Funds released in 
plant improvement projects, for instance, tend to produce at once an 
intensification of the money demands for all types of goods; and, at 
the same time without the consequence of increasing immediately the 
fow of consumers’ goods to the market. While such capital operations 
may normally be highly sensitive to money market conditions because 
they are more adaptable to long-term borrowings, in which money rates 
are of the most importance, they may be quite irresponsive to even 
favorable credit conditions in periods of depression. In every serious 
reaction the more or less universal testimony of entrepreneurs is that 
plant capacities exceed any requirements immediately in prospect. Ex- 
planations of the tendency of business concerns to overbuild plants in 
times of activity are numerous and varied. Leaving out of account 
“nsychological” tendencies to overestimate future demands, the follow- 
ng “technical” factors deserve especial emphasis for our purposes: 

a. The entrepreneur has frequently no real opportunity to decide 
upon a middle course. Ten extra subscribers may compel a small tele- 
phone company to insert a new switchboard section containing a hun- 
dred drops. Where an 80 horse power electric motor is required, a 100 
horse power motor may have to be installed for the reason that there 
isno commercial size between 75 and 100 horse power. 

b. Expansion designed to meet the demands of conservative esti- 
mates may not offer prospects of reducing per unit costs at all com- 
parable with those promised by more elaborate projects. 

On the financial side it must furthermore be realized that capital 
issues are rather exceptional incidents in the financial experience of 
ost corporations. The tendency must always be to make “ample” pro- 
vision for the future. Once, however, the means of financing are as- 
sured, it becomes difficult or impossible to avoid succumbing to the 
entreaties of the engineer. 

The economic world in which we live is unfortunately not one in 
which, without some sort of arbitrary control, we may count upon a 
harmonious development as between capital equipment and final prod- 
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ucts, save perhaps in the sense that disturbances in the one field mus abou 
be communicated to the other. It does not take long, furthermore, fo, of 0 


an “improvement” boom to alter radically the productive powers of 
our leading industries. The total replacement value of the country’s 
plant equipment of all types—including factories, railroads, commer. 
cial buildings—probably does not exceed the income of the people in 
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a single average year. To stagger plant improvement between indy. ws 
tries, so that intensive evil conjunctures may be avoided, requires care. ferel 
fully exercised control in periods of normal or supernormal activity, obli: 
The encouraging influence of abundant credit may be insufficient after ne 
serious reaction has developed to secure any marked degree of plant as 
expansion. To be an effective planning agency, a central bank cannot gro 
therefore start from “scratch,” in the sense that it is easy at any time stat 
for it to offset the mistakes of the past. The central banking system's cred 
efforts must be continuous and long sighted. here 

A brief recapitulation here may be helpful. For reasons indicated pro 
we are not likely to get during severe depressions as liberal credit suct 
policies as are desirable. Even if we could we should not have solved all I 
of the problem. Effective stabilization requires also a restraining credit ban 
policy in the good years, particularly because of tendencies to over- to j 
develop our plant equipment. bus 

6. Although long-term investment demands may be highly significant pow 
with respect to informing us as to the processes by which rapid changes pre 
in the credit volume come to take place, it would be extremely difficult and 
to base central banking policy predominantly upon developments in tha 
the field of capital investment. For one matter, methods of corporate nev 
financing constantly change, and it may become impossible to estimate the 
the extent to which long-term issues have merely been taking the place it ¢ 
of commercial borrowings which otherwise would be more extensively the 
relied upon. As another practical difficulty, capital issues have dis- ma 
played such extreme fluctuations in the past that it is practically be an) 
yond the statistician’s power to make any reasonable estimate of a ack 
“norm.” bas 

7. There is much evidence, however, to support the contention that or 
excesses in the issuance of long-term capital issues are largely the con- toc 
sequence of member banks’ coming into possession of an abnormally of 
large volume of lending power and vice versa; that, therefore, if the | 
per year growth of member bank credit could be steadied mistakes in vel 
the use of long-term credit would be greatly reduced. Elsewhere I have sid 
compared fluctuations in the volume of member bank loans and invest- 11 
ments with new corporate issues.* From this comparison it appears that sec 
from 1922 to 1929 the peaks in new corporate issues were reached at th 

* Federal Reserve Policy, 1921-1930, pp. 180-181. qu 
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about the same periods of time as those in which a curve of the volume 
of member bank credit attained temporary maxima. There is every 
evidence that any sudden increase in the lending power of banks tends 
to manifest itself for the time being largely in long-term investment 
channels. 

In conclusion, therefore, full recognition of the significance of long- 
term investment credits does not seem to require us to lay down any dif- 
ferent principle for the guidance of central banks than we would be 
obliged to formulate if the only type of credits extended by the bank- 
ing system were those of a short-term commercial character. Long-term 
investment excesses seem to be largely the consequence of an unsteady 
growth in the total outstanding volume of member bank credit. The 
statistical basis for supporting the policy of steadying the growth of 
credit has been elaborately supplied by Snyder. All I have tried to do 
lere is to show how his thesis might be defended by analyzing the 
processes Which must be controlled if the Reserve system is to operate 
successfully as an economic planning agency. 

I am aware of the fact that to try to steady the growth of member 
bank credit could not be a policy that would be thoroughly satisfactory 
to idealists. Under it we would no doubt continue to experience minor 
business reactions and also some degree of fluctuation in the purchasing 
power of the dollar. In the last analysis this policy must rest on the 
premise that, in the absence of serious credit pressure, custom, contract, 
and friction tend to produce a reasonably stable level for all the prices 
that go to make the demand for credit what it is. This premise can 
never be exactly correct. But I do believe it squares more closely with 
the facts than other stabilization doctrines which are current, and if 
it could be accepted merely as an approach to central banking policy, 
there would be some assurance that, in any short period of time, serious 
naladjustments would not be occasioned by monctary causes. And if 
any part of the explanation seems involved some progress might be 
achieved simply by declaring to the banking administration that its 
basic responsibility consists in keeping always in a position to accelerate 
or retard the flow of bank credit. For, when the flow of credit becomes 
too rapid, an excessive volume of debts is created; and when the flow 
of credit becomes deficient, old debts cannot be discharged. 

Objections to the conclusion herein supported, which might be de- 
veloped from an analysis of international factors, cannot here be con- 
sidered, But to those who see inescapable difficulties from this source, 
I would suggest that the attempt be made to compare its probable con- 
sequences in—say—the period 1922 to 1928, with the actual policies 
that were promulgated. I would also ask to have reviewed the whole 
question whether American economic developments do not exert far more 
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influence upon those of the entire world than we as yet have even be 


gun to surmise. If the results of such an exercise are not favorable to 
our contention, I would then raise the further question whether gold 
standard currency systems do not require modification. But the al- 
teration of the rules of the gold standard game is not the immediate 
task. In our thinking we must first conceive of an adequate domestic 
policy before we are justified in proposing efforts designed to accomplish 
grandiose international objectives. 
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FEDERAL RESERVE POLICY IN WORLD MONETARY 
CHAOS 


By James Harvey Rocers 
Yale University 


Never in recent years have the monetary systems of the civilized 
world been in a more chaotic state. Even the post-war inflation period 
brought hardly more extraordinary or more tragic conditions. 

The British Empire and the so-called “Sterling Group” remain on 
depreciated paper standards with no clear-cut plans for the future. 
France and the United States continue to hold approximately two- 
thirds of the world’s monetary gold stock, while no inconsiderable por- 
tion of the remaining one-third is piled up useless and virtually sterile 
in Belgium, Switzerland, and Holland. 

Meanwhile, business activity and commodity prices throughout the 
world have sunken to levels completely incompatible with the existing 
volume of debt. The ruthless, exceedingly painful, automatic adjust- 
ment of this volume of debt to the low level of prices moves slowly on- 
ward, carrying with it the wrecked fortunes and the ruined lives of no 
inconsiderable portion of the world’s best citizens. In such a situation 
Federal Reserve policy has been faltering and frequently unsatisfactory. 

For almost two years and a half after the depression began, the gen- 
eral principle upon which policies were based seemed to be: “The body 
economic will heal itself, once ‘normal’ and ‘desirable’ liquidation has 
run its course.” Hence, while very commendable and effective action 
was frequently taken to “cushion” too rapid movements under condi- 
tions of panic and often of hysteria, it was not until the spring of 1932 
that action directed toward arresting the liquidation process itself was 
instituted. The effects of this constructive change in policy should re- 
ceive, therefore, careful evaluation. 

The theory of open market purchases of the Federal Reserve banks 
in the minds of those who have undertaken to analyze the effects can be 
stated very briefly as follows: 

The new funds put out by the open market purchases of the Fed- 
eral Reserve banks go very quickly to the reserves of the commercial 
banks. To the extent that excess reserves are thus built up, pressure 
is brought upon the commercial banking system to expand its loans and 
investments—but in depression periods primarily its investments. So far 
as statistical evidence is available, this contention is borne out by the 
recorded actions of the banks. Since, however, large security holdings 
of American banks date from the war and post-war years, such evi- 
dence is necessarily very scanty. 

Any considerable purchases of securities by the banks would be sure 
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to strengthen the markets for the securities bought and this gradual 
strengthening could usually be depended upon to stimulate buying op 
the part of other institutions and of individuals. 

Finally, the rebuilding of the security markets would furnish the 
means of floating securities, the proceeds of which would be speedily 
used in the purchase of raw materials, the payment of wages, and jp 
other ways destined to put the new purchasing power into the hands 
of spenders. Thus the success of the policy depended on the use of the 
new funds by the banks, on a sufficient improvement in the securities’ 
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markets to float new securities, and on the continued existence of satis- 
factory securities to be floated. 

When I talked on this subject before you last year, the third re- 
quirement was still amply fulfilled. I then advocated strongly the open 
market policy in the hope that the banks would invest the new funds 
turned over to them and that in turn a securities’ market sufficiently 
strong and broad to provide for gradually increasing flotations would 
soon result. 

Let us examine what has happened. Reference to the accompanying 
chart and table will be helpful. 

Evidently, as anticipated, a large portion of the new funds were 
utilized in paying off borrowings at the Federal Reserve banks by the 


8000 
7500 
7000 
60005 
ssook 
4500 
4000 
—— 3500 
| 
| 
{500 | 
| 1000 
| 500 
! Fi 
8000 
7500 
7000 
6500 
| 6000 
$000 
4500 
3500 
300¢ 
200 
1506 
L00¢ 
50¢ 


CRE 


Cuart II 


TO 


MONETARY GOLD 


THE CREDIT BASE 


and. its UTILIZATION 1918-1933 


FIGURES READING UP,ON LEFT,IN MILLIONS OF DOLLARS 


vA 


ER BANK RESERVE 


N Ci 


if 


“4 


NON-MEM 


MeN 
MONEY 


q 
Z 


4 


Wy 
Ys, 
| 
ii 
Wy 
| 
3500 | ll | | 
+H ‘500 ll = il UA BRE ideas pe 
£§ 
tly 1500 = 
ing 
= 
ere 
the 


122 


member banks and 
holdings of our cent 
net balance of new F* 
in the ways indicated 


Bills discounted 

Bills bought ...... 
United States securities 
Other Federal Reserve 
Total Federal Reserve 


Bills discounted 

Bills bought ...... 
United States securities | 
Other Federal Reserve 
Total Federal Reserve « 


How great was it 


much of the remainder 


additional circulatior 
however, of these hea, 
increased rapidly ar 
policy had come to an 
as a result of cash r¢ 
even more largely bec 
during the latter half 
The net effect o1 
in the table below. 


Mont} 


Janu 
February 
March 
April 
May 
June 
July 


August 


Sepien be 


October 


Such an accumulati 


normal circumstances. 
invest. What has been 


can Economic Association 


17 


r portion through the cancellation of }jj 


| banking institutions. Nevertheless, a very large 
ral Reserve credit remained and was consumed 


4] 


n the chart above. 


Taste I 
FeperAt Reserve Crepir 


(Weekly average of daily figures) 
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Taste III 


Loans, INVESTMENTS, AND Deposits or 
Banxs 1n Leapino Cities 


(millions) 
n 2 
c+ 
Last weekly 2+ Sz 

; o | o 
report in > > 2 =o 
$19,992 $12,855 $7,187 $3,841 $3,296 $17,224 
19,606 12,609 6,997 3,806 3,191 16,786 
ee BERT. 19,354 12,211 7,143 3,920 3,223 16,621 
19,033 11,882 7,151 3,884 3,267 16,829 
18,994 11,588 7,406 4,084 3,323 16,831 
18,754 11,268 7,491 4,254 8,237 16,467 
18,334 10,992 7,342 4,136 3,206 16,346 
18,539 10,796 7,743 4,535 3,208 16,645 
September ..........+0- 18,907 10,706 8,201 4,960 3,241 16,869 
ee 19,118 10,516 8,602 5,298 3,304 17,195 
19,002 10,418 8,589 5,266 3,323 17,413 
December TER 18,841 10,364 8,477 5,226 3,251 17,196 


From the table above it is seen that loans and investments together, 
as well as deposits, reached a low point in July, 1932. Since that time, 
while loans have continually declined, investments continually increased 
until the end of October. Likewise, deposits through November continued 
their mild upward trend, being now a little less than a billion dollars above 
their July low. 

Thus can be enumerated the following highly beneficial accomplish- 
ments, resulting largely from the accumulation of bank reserves, which 
in turn are closely related to Federal Reserve policy and to the succeed- 
ing gold inflows: 

1. Disastrous bank liquidation has at least been arrested and in its 
place (through October) came a mild gradual credit expansion. 

2. The national government has been enabled to borrow in large vol- 
ume at very low rates. 

3. The market for the highest grade of non-government securities 
has continually improved. 

4, Flotations of such securities proceed with little difficulty and are 
now readily undertaken—when available—by the investment bankers. 

Nevertheless, the credit expansion so far has not proved sufficiently 
rapid to bring substantial relief. The banks to whom the new funds have 
come have not distributed them quickly enough and in sufficient volume 
to recreate security markets strong enough and broad enough to float 
new issues in large enough quantities to bring recovery. In other words, 


the gap between the distributors of credit and its users is still largely 
unbridged. 
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What are the reasons for the slow working of so eminently constry. 
tive and so highly desirable a relief measure? They are many and some 
of them are easily traceable. 

The condition of the banks themselves is a powerful retarding inf. 
ence. Having taken numerous and extremely dangerous losses in all parts 
of their portfolios—especially in security holdings—and many of then 
being in precarious financial condition, they do not dare run the risk 
of further losses. Hence, their tremendous demand for short-term gov- 
ernment securities and their great accumulations of idle reserves. 

The condition of business and of other big borrowers is an equally 
formidable obstacle. So precarious is the situation of our railroads, of 
many of our municipalities, and of no inconsiderable portion of our 


public utilities—not to emphasize the almost hopeless condition of a 
large part of our mo: tvage debtors—that bank purchases of such Se- 


curities are naturally made only with the greatest of trepidation. Hence, 
continued strength in the securities’ markets has so far been confined to 
the highest grade bonds only. 

Meanwhile, the ever more clogged conditions of trade and ever more 
drastic reductions in our exports throw a continually darkening pall 
over the prospects of sustained recovery. 

Finally, the unbalanced national budget, by threatening the securi- 
ties’ markets with large government flotations, causes the investment 
bankers to pause before undertaking other issues of much less security. 

Under such conditions, not only have the markets for securities be- 
low the “gilt-edge” classification not developed, but many issues tenta- 
tively arranged for with investment houses, to be floated as soon as a 
satisfactory bond market should appear, have gradually dried up. 

Thus, while this mildest of inflation measures—“reflation” some pre- 
fer to call it—has done much to arrest the downward movement and to 
create economic stability, its ultimate success in bringing relief from 
depression is still in doubt. It would seem the part of wisdom, there- 
fore, to visualize a possible continued inadequacy of existing construc- 
tive influences and to discuss the (I trust) hypothetical consequences. 

Should failure occur, what is its significance? Does it mean the end 
of the capitalist system—as many contend—or are there other ways 
out? While our economic technique and our data do not perhaps fur- 
nish the basis for a conclusive answer to such questions, much of perti- 
nence can be said. 

The credit expansion policy so far applied is perhaps the mildest 
form of inflationary device. Indeed, it is a type of inflation over which 
a large measure of control is at all times held, since the securities bought 
by the Federal Reserve banks could—under almost any foreseeable con- 
ditions of inflation—be sold, and the effects of the policy be thus checked. 
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For success, however, it requires the smooth operation of a large por- 
tion of the capitalist machinery, the breakdown of which at critical 
points will interrupt the effectiveness of the measures adopted. That 
a temporary break has developed in the form of the gap left by the 
failure of the banks to distribute the funds to spenders, no one can dis- 
ute. Moreover, if this gap remains unbridged, the capitalist system 
will not be able to utilize these particular devices to bring about re- 
covery. 

When one admits such failure, however, he—perhaps unconsciously 
—admits many other things. Let it be carefully noted that the opera- 
tion of this inflation device is—except for temporary though often very 
important, psychological concomitants—identically the same as that of 
gold imports of the most influential kind. This is easily seen. New gold 
imported on commercial account, for example, has as its immediate and 
direct effect, the swelling of the reserves of the importing banks by the 
amount of the imports. 

If, and only if, these increased reserves lead to an expansion of bank 
credit, is there any resulting effect on business activity and on prices. 
When reserves, as at present, are ample for any emergency, the in- 
direct effects of the gold accumulation may be neglected. Extensive 
gold inflows, under present conditions therefore—except for often im- 
portant psychological effects—will do no more and no less than an 
equal purchase of government securities by the Federal Reserve banks. 

Lest, however, the boosting effect of nationally successful inflation 
itself be overstated, a word should be said as to the operation of more 
extreme types of this often dangerous remedy. Moreover, in order to 
bring into bold relief the points in which I am especially interested, I 
shall proceed to follow step by step the processes of the purest, simplest, 
and perhaps most absurd type of inflation. 

Suppose, for example, that the government should send a newly- 
printed ten-dollar greenback to every man, woman, and child in the 
United States on the first day of each month for the next six months. 
Thus would be distributed monthly—presumably largely to spenders— 
$1,200,000,000. And, thus, to that amount—but to that amount only 
—would the gap recently left open by the partial failure of the banks 
to distribute to spenders the funds turned over to them by the recent 
Federal Reserve policy be bridged. The subsequent and much more im- 
portant effects—and this is the point I wish to emphasize—would come 
from identically the same source as those from gold imports or those 
from Federal Reserve open market purchases; viz., from accumulations 
of excess reserves in the banks. In detail: the new greenbacks, after their 
first turnover, would be largely deposited in commercial banks, which 
would in turn send them to the Federal Reserve banks, thereby increas- 
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ing member-bank reserves—as well, incidentally, as reserve cash in the 
Federal Reserve banks. The further inflation, therefore, as now, would 
depend upon the loan and investment policies of the member banks. 
Moreover, since the banking system is able normally to expand its credit 


seven to ten times the new reserves thus received, this secondary infla- 
tion is correspondingly more significant and more dangerous. 
Another type of inflation frequently spoken of today has its major 


though secondary impact in the same place. Psychological influences 
again neglected, reducing the gold content of the dollar, to the extent 
that it would succeed in bringing stimulus to trade and prices, would 
act directly through the foreign exchange markets. Because of the re- 
duced value of the dollar in terms of other money units, foreign buying 
of American securities and commodities (in so far as trade barriers and 


exchange restrictions would permit) would provide the sole initial impetus, 
The resulting gold inflows—to the extent that they were allowed by gold- 
losing countries—would have as their major direct effect the further ac- 
cumulation of excess reserves in the hands of the commercial banks. On 
the probable assumption that the profit from the reduction in the gold 
content of the dollar would accrue to the national government, and by 


it be promptly spent, a further bridging of the gap to the extent of this 
profit would ensue. Such new expenditures, too, representing, as they 


would, a direct expansion of Federal Reserve credit would in turn add 
a like accumulation xecess reserves of the banks. Hence, except for 
the depressing effects in other parts of the world of our absorption of 
a still larger part of the world’s monetary gold stock, the major effects 
on business and on prices would again depend on the loan and invest- 


ment policies of our commercial banks. 

It is clear, therefore, that even inflationary devices, unless carried to 
dangerous lengths, depend for their success on bridging the same gap as 
that now defeating the expansionary influences already in operation. 

The direct—but perhaps unconscious—attempt to bridge this all- 
important gap by governmental action has largely failed. The reasons 


are obvious. In the prosperous years 1926-29, the monthly new capital 
flotations in the United States—other than refunding—averaged but 
little less than $700,000,000 ($676,000,000), and in 1929 were more 
than $850,000,000. 

Since few concerns, business or other, borrow long before they are 
ready to spend, such flotations represent largely the turning over of 
funds to quick spenders. In addition, a great part of such early spend- 
ing is apt to be for raw materials and for labor. It is thus, through credit, 
that the capitalist system sets in motion the processes of production 
and consumption. 


When the Reconstruction Finance Corporation undertook to bridge 
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the gap left open by the “temporary” failure of the capitalist machinery, 
+ soon became evident that the bridging would be hopelessly inade- 
quate. Inmy opinion this is almost inevitable. It is government money that 
's being spent and patriotic citizens, such as the officials of the Recon- 
struction Finance Corporation, in charge of its spending are sure to re- 
case it sparingly and only on good security. A railroad applying for 
100,000,000 loan may, if lucky, get $60,000,000. Hence, in spite of 
the huge lendings of this government agency, this bridging—combined 
with the small but improving private flotations—has so far not been more 
than adequate to arrest the downward drift in business, in prices, and in 
employment. Moreover, if solely relied upon, that it will continue inade- 
quate seems to be sure. Under such*circumstances, and in the absence 
of substantial recovery in the private capital markets, our very rapid 
drift toward state capitalism is obvious, And, in my opinion, state capi- 
talism is but next door to state socialism. The drift instead of slacken- 
ing in speed seems to become more pronounced as time passes. As the 
government becomes each day more deeply involved as a creditor to 
American business, the chances of its ever being able to pull itself out 
become more and more remote. 

Should the gap not be adequately bridged therefore—an assumption 
which Iam not yet prepared to accept—what can be said as to our pres- 
ent situation? It would seem desirable to make the diagnosis while a 
drastic operation still promises recovery for the patient. 

If I may use the exact, rigorous terminology of the Lausanne Mathe- 
matical School, I should say that at least temporarily our economic 
equilibrium is broken. To American audiences such a statement doubtless 
means little. In this country, equilibrium is a term so generally and so 
carelessly used that it has come to mean almost anything and therefore 
nothing. In contrast, Vilfredo Pareto used it in a very specific sense in- 
deed. By him a state of equilibrium is defined as that state any de- 
parture from which sets up an aggregate of influences tending to re- 
store the original state. Evidently, under such a definition, the sea is 
ina state of stable equilibrium, as is a lake, so long as its boundaries 
are undisturbed. Also, hitherto, under the capitalist system, so stable 
has been our own economic equilibrium, that any disturbance could 
be depended upon gradually to produce its own cure. No doubt, this 
is the basis of the well-established opinion among business people that 
the body economic will cure itself if only let alone. 

That such an assumption can no longer be made with confidence 
should now be clear. If the above-discussed all-important gap cannot 
be bridged, we are apparently slipping off into another largely unde- 
‘ermined and unforecastable economic organization. 

Are there any means of more adequately bridging the fatal gap? The 
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answer is that there are many. Some of them are, however, of the nature 
of a major operation, which must be performed by highly skilled gy;. 
geons. Yet unless mild remedies are very promptly and adequately ap- 
plied, resort to the more drastic treatment may soon be required by 
political necessity. 

Furthermore, let it be added, and continually emphasized, that be. 
cause of the make-up of our money and capital markets, any serioys 
threat of national inflation—however well controlled—is sure to bring 
grave financial trouble. Indeed, unless international in scope, monetary 
measures of a radical character are certain—even before passed by 
Congress—to precipitate panic in our great investment centers. The 
sudden withdrawals of foreign balances, sales from abroad of American 
securities, capital flights from this country and resulting large gold out- 
flows would reproduce in intensified form the panicky conditions of late 
last spring. Meanwhile, the beneficial effects of the plentiful money poli- 
cies of our Federal Reserve banks, supplemented by the recent gold in- 
flows, would be again interrupted. Hence, the obvious necessity of attack- 
ing the problem on an international scale. 

The World Economic Conference is immediately ahead. Moreover, 
in spite of the Ottawa agreements, never in recent years has the feel- 
ing in this country toward the British people been more cordial. My 
proposal is, therefore, that this good feeling be preserved and harnessed 
to no less an end than that of bringing the world out of the present de- 
pression. 

Specifically, the proposal is as follows: let the American and the 
British governments enter immediately into a gentlemen’s agreement to 
co-operate in every way politically and economically possible to rid the 
world gradually of undesirable and unnecessary trade barriers, to 
raise world prices to a level at which the capitalist system can again 
function, and thereafter to maintain such a level; at the forthcoming 
World Economic Conference, let the British and the American govern- 
ments, with the participation of as many others as possible, ratify such 
a gentlemen’s agreement. 

The emphasis upon the gentlemen’s agreement is purposeful. The 
British are sure to regard such an agreement as binding and would 
move continually year after year in the directions agreed upon. Their 
actions in turn would bring upon the American government, the Amer- 
can Congress, and the Federal Reserve authorities the healthiest, most 
friendly, and hence, the most effective type of continued co-operation. 

In my opinion it would be a great mistake to attempt, instead, any 
sort of agreement on specific policies to be adopted. Those suitable and 
feasible in England might be politically completely impossible in this 
country or in Australia. Moreover, a discussion of specific means to 
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the ends desired is sure to throw the emphasis in the wrong place and 
is apt to entail such great delay as to kill the effectiveness of the remedy 
when and if adopted. 

At the World Economic Conference, it seems probable that the co- 
operation in such a constructive policy could be anticipated on the part 
of the British Empire, most of the northern countries, Germany, Switz- 
erland, Italy, and possibly of Czecho-Slovakia. 

Finally, in view of recent happenings in the bitter controversy over 
war debts and of the great publicity given to them all over the world, 
these obligations—probably worthless as financial assets—have appar- 
ently taken on a new value as constructive bargaining instruments. Hav- 
ing read about them daily in the headlines for more than four weeks, 
having “cussed” and discussed them, argued, quarreled and fought over 
them, the publics in the debtor countries have no doubt concluded— 
however erroneousl y—that they are far from dead. Moreover, with the 
statesmen in all countries seeking a formula for disposing of such trouble- 
some obligations in exchange for a truly constructive program of world 


| recovery, some such plan as the above would seem to meet with many 


of the political necessities involved. 

If the American delegation could go to the World Economic Con- 
ference with a constructive program and with these debts to bargain 
away, much might be accomplished in bringing world-wide relief. 
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DISCUSSION 


E. W. Kemmerer.—Mr. Reed seems to contemplate the necessity of a 


increasing degree of national economic planning, and maintains that instea 
of creating new bodies to do this work, we should utilize for the purpose oy 
existing Federal Reserve bank organization. He then raises the question a 
to the help that economists could render this organization in the Carrying 
on of its work, and maintains that in this connection the work of economist 
“must not be crowded with ultimates when proximate realities will suffice,” 
“must not be fashioned to accomplish too grandiose objects,” and “perhaps 
should be little more than intelligent empericism.” What I have to say yj} 
be concerned principally with this part of Mr. Reed’s excellent paper, rather 
than with his later carefully guarded suggestions as to policy, with th 
majority of which I find myself in substantial agreement. 

Assuming, for the sake of the argument, that a substantial amount of 
national economic planning is desirable—clearly a debatable assumption— 
are the Federal Reserve authorities a well-qualified group to conduct such 
planning? While these authorities have a fund of information that would 
be very useful to any economic planning group, and while under any scheme 
of national economic planning there should undoubtedly be a close liaison 
between them and the planning group, I doubt very much if the work of 
economic planning itself should be placed in the hands of the officials of 
the Federal Reserve system. In the first place, it does not seem to me that 
either in organization or personnel, the Federal Reserve authorities are par- 
ticularly well adapted to this work; and in the second place, I fear that the 
placing upon them of this responsibility would have a deleterious effect upon 
the extremely important work they are now doing. 

A personnel that would be well adapted to the duties of a central] banking 
organization would not necessarily nor probably be well qualified for the 
duties of a national economic planning body. Most of the officers and direc- 
tors of the Federal Reserve system are, and ought to be, bankers, merchants, 
and lawyers, whereas an economic planning board should have a large rep- 
resentation of economists, engineers, and industrialists. It would be expected 
that the governors of the twelve Federal Reserve banks would be bankers 
by profession, as they all actually are; but it is noteworthy that of the twelve 
governmentally appointed chairmen of the Federal Reserve banks, eleven 
today are bankers by profession, inclusive of one bank examiner. Among the 
six members of the Federal Reserve Board at the present time, there is one 
man who by profession is an economist, but there is not a single engineer nor 
man eminent as an industrialist. All twelve of the members of the federal 
advisory council are bankers. Taken together, these are the men who are 
most influential in determining the policies of our Federal Reserve system 
today, and presumably would be the ones who would dominate our national 
economic planning were this function turned over to the Federal Reserve 
authorities. It is true that the law provides for the election by the member 
banks themselves in each Federal Reserve District of three directors “who 
at the time of their election shall be actively engaged in their district 
commerce, agriculture, or some other industrial pursuit.” These men, hov- 
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ever, constitute only three members of a board of nine; they participate in 
determining Federal Reserve policies only as directors who meet usually only 
for a comparatively short time at intervals separated by a number of days. 
As regards the policies of the Federal Reserve system, it is the continuously 
functioning personnel, like the Federal Reserve Board, its expert staff and the 
senior officers of the twelve Federal Reserve banks, that dominate. 

If there is to be, in the interest of the general public, any national eco- 
nomic planning that is worth while, for a nation of over 120 million people, 
that normally does something like a trillion dollars worth of business a year, 
it will need to be done largely by men who devote most of their time to the 
iob. This work can be no mere appendix to another job. It must be em- 
phatically a vocation, not an avocation. To ask our Federal Reserve authori- 
ties to perform such a duty in addition to their present onerous Federal 
Reserve duties would be unwise. 

Furthermore, any national economic planning body, no matter how con- 
stituted, will be the object of many political attacks and of continual po- 
litical pressure from many sides. Our first and second United States banks 
went down under the onslaught of politics. Our Federal Reserve system has 
itself been the object of frequent political attacks. It is extremely important 
to the welfare of our currency and banking system, that the Federal Reserve 
system be kept as clear as possible of party politics. To impose upon it the 


} function of a national economic planning body would almost certainly make 


it the object of increasing political criticism and pressure. 

As to the nature of the assistance that economists should be called upon 
to give in the work of national economic planning, I cannot agree with Mr. 
Reed's contention that “perhaps it should be little more than intelligent 
empericism.” National economic planning must concern itself to a large ex- 
tent with broad policies of production and distribution, and, I venture to say, 
also with social policies of economic consumption. Many of these policies will 
contemplate long periods of time. Those responsible for this work will need to 
have a knowledge of economic history, both in the United States and abroad, 
and a knowledge of fundamental economic principles. They will need to be 
men who can see economic problems from the public welfare point of view, 
rather than from the points of view of private profit or special group interest. 
Sound theory and economic vision are requisites for economic planning. Who 
is to furnish these requisites unless it be the scientific economist? I would 
not belittle “intelligent empericism,”’ but that will probably be furnished 
in abundance by any national planning body we are likely to have, consisting, 
as it almost certainly would, predominantly, of so-called “practical men of 
affairs.” Such a body, moreover, acting collectively would normally be much 
more conservative and emperical than the average of its individual members. 
There is, in my judgment, a much greater danger of having too little vision 
than of having too much. Every forward movement will involve a compromise 
between empericism and vision. The economist can contribute to both, but 
his greatest contribution should be to vision. 

I am in a somewhat difficult position in commenting upon the paper of 
Professor Rogers, as all I have seen of it is a “preliminary summary draft” 
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without the charts and without his discussion of the “significance of the 
situation” which he summarizes, and even this preliminary draft Was not 
received until the day before Christmas. 

I am skeptical about what Professor Rogers calls four “highly beneficig 
accomplishments, resulting largely from the accumulation of bank reserve, 
which in turn are closely related to Federal Reserve policy and to the at 
ceeding gold inflow.” 

The first of the benefits he cites is that “disastrous bank liquidation has x 
least been arrested and in its place has come a mild gradual credit expan. 
sion.” From the week ending February 27, 1982, to the week ending Ay. 
gust 13, 1932, the average of daily holdings of United States Government 
securities by the twelve Federal Reserve banks rose from $740,000,000 ty 
$1,851,000,000, representing an average weekly net increase of approximately 
$46,000,000. After the middle of August, this policy of gorging the market 
with credit was discontinued, and an opportunity was given the market to dj- 
gest what had been fed to it. This was one of the most extreme attempts at de- 
liberate inflation or reflation—if you prefer—that the world ever saw. Hov. 
ever, whether the policy was a wise one or not—and of course no one knows 
what would have happened without it—the sequel at best has been very dis- 
appointing. Moreover, how far what little improvement that may have taken 
place is to be attributed to this policy and how far to other factors, it is not 
easy to say. 

Take the case of bank suspensions, for example. To what extent was the 
improvement that took place due to the fact that the 3,402 bank suspensions 
between January, 1930, and March, 1932, had cleared out our weakest banks, 
and to what extent was it due to the enormous volume of loans to weak banks 
granted by the Reconstruction Finance Corporation and its predecessor, the 
National Credit Association? Between February 2 and October 31, loans 
aggregating $829,000,000 were authorized by the Reconstruction Finance 
Corporation to 4,706 banks and trust companies, while $46,000,000 more 
were authorized to receivers and liquidators of closed banks to aid in their 
liquidation or reorganization. And after all, how great is the accomplish- 
ment for which we are trying to allot credit? The number of bank sus- 
pensions was the lowest of the year during March, the month in which the 
heavy open market purchases of United States Government securities by the 
Federal Reserve banks began, and therefore presumably before their effects 
could have been substantial; and during four of the next eight months it in- 
creased over the month preceding, although it was much lower during this 
period, as were also the liabilities of suspended banks, than during the cor- 
responding period of 1931. June, July, and October—all months in which the 
banks presumably benefited from the reflation program—were respectively the 
months of the second, third, and fifth highest number of suspensions for the 
first eleven months of the year. 

The mild gradual credit expansion of which Mr. Rogers speaks appears 
to have been exceedingly mild. If you divide the first eleven months of the 
year into three periods—(1) January and February, before the expansion pro 
gram began; (2) March to August 12, while the program was in full op- 
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eration; (3) August 13 to December 1, a period in which it was inoperative 
_the average of the weekly total loans and investments of all reporting mem- 
her banks were for these periods respectively, as follows: (1) $19,976,000,000, 
(2) $18,974,000,000 and (3) $18,842,000,000. This was a decline, not an 
expansion. The principal effect of the heavy open market purchases of govern- 
ment securities on the member banks was a continual reduction of the member 
banks’ indebtedness to their Federal] Reserve banks, rather than an increase 
in the volume of credit which member banks extended to the public. 

The second beneficial accomplishment Mr. Rogers mentions is that “the 
national government has been enabled to borrow in large volume at very 
low rates.” The policy has certainly greatly facilitated and cheapened federal 
government borrowing at a time when much such borrowing was inevitable, 
and when the interest rate on short-time federal government borrowing, even 
without the reflation program, would presumably have been low, although 
nothing like so low as it actually was. From March 1 to November 22, the 
new indebtedness floated by the federal government was $2,581,000,000. 
However, whether this greatly enhanced facility will prove a blessing or a 
curse is a debatable subject, when it is obtained to such a large degree by the 
purchase of government securities directly by quasi-public central banks, and 
by national banks to expand their bank note circulation, and when it brings 
the interest rate on short-time government securities to the absurdly low 
figure realized last week of less than .1 per cent per annum. 

“The third and fourth beneficial accomplishments cited by Mr. Rogers are 
essentially two sides of the same thing. They are (1) that “the market for 
the highest grade of non-government securities has continually improved,” 
and (2) that “flotations of such securities proceed with less difficulty and 
are readily undertaken by the investment bankers.” 

I have not the figures upon which Mr. Rogers bases these conclusions and 
do not know what particular high grade securities he has in mind. I will risk 
the assertion, however, that the improvement so far shown, in part at least, 
has been due to other forces than the open market purchases under considera- 
tion; as, for example, the increased confidence resulting from the work of 
the Reconstruction Finance Corporation and the discontinuance of the out- 
ward drain of gold. For all bonds listed on the New York Stock Exchange, 
the average price for March 1 of this year was 75.3 and for December 1 
was 73.9, a decline of about 2 per cent. The United States Government bond 
group rose a little over 4 per cent during this period, while of the other five 
groups of the Stock Exchange’s bond classification, the average price of 
three fell and of two rose. Moody’s index of domestic bonds of Aaa rating 
declined almost continually from the beginning of the reflation period until 
the middle of the period, and then advanced until during the second week 
in August it stood almost exactly where it stood the forepart of March. It 
averaged 73.7 for January and February, 67.9 for the period March to 
August 12, and 80.4 for the period August 13 to December 23. It has been 
declining during the last two weeks. 

The amount of new corporate issues of all kinds was the highest for the 
frst quarter of the year—-namely, before the reflation policy inaugurated in 
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March could have had any considerable effect—that it was for any quarter, 
It was almost negligible during the months of April to June, while the r. 
flation was in full swing. July was the maximum month of the year, and 
October the third highest, while for September and November the figures wer 
almost negligible. ‘The new corporate bond and note flotations for these first 
eleven months of the year, amounting in round numbers to $299 ,000,000, 
were exceedingly small as compared with previous years, and were actually 
less than one-fourth of what they were in the corresponding eleven months of 
the bad year 1931, when they amounted to $1,418,000,000. 

All in all, therefore, it seems to me that one must strain pretty hard to ge 
much aid and comfort out of the “highly beneficial accomplishments” cite 
by Mr. Rogers. 

One striking fact ring this period of Federal Reserve bank credit er. 
pansion arising through the purchase of government securities is that, whik 
these purchases were accompanied by comparatively little change in demand 
deposits of member banks, they were accompanied by an enormous increase 
of excess reserves and by very decided declines in the velocities at which de- 
posits circulated. The average monthly net demand deposits of reporting 
member banks, and the average excess reserves for the three periods of 1932 
were as follows: 

Deposits Excess Reserves 
(Billions) (Millions) 


January and February 
March to July ... i 14.9 


August and Septen per 14.3 


} 


For the same three periods, the average rates of deposit turnover, the so-called 
deposit velocities, were for New York City and for the other 140 cities for 
which the figures are available as follows: 

New York City 140 Other Cities 
January and February 28.2 


March to July .... 25.6 
August to Novembe: 24.6 


As more credit was made available to the member banks, the existing credit 
circulated at continually declining velocities. There were more credit dollars 
available but each credit dollar did much less work. Except in periods of 
great paper money inflation, the velocities of bank deposit circulation tend 
to vary with business confidence, rising as confidence rises and falling as con- 
fidence falls. The vigorous reflation program of the Federal Reserve banks, 
accompanied as it was by much agitation in Congress and outside for radical 
inflationary measures, weakened confidence among the very people upon whose 
initiative we must chiefly depend for economic recovery. The banks had more 
money to lend, but these conservative people, the only ones the banks cared 
to trust with these new funds, did not want to borrow them. They could not 
see anything that they could do with them safely and profitably. To a cor 
siderable extent, the very reflation operation which created these funds in- 
creased the business distrust that was making the conservative business pub- 
lic unwilling to borrow and the conservative banks unwilling to invest. 
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J, FraNkiin Epsersote.—The outlook for business recovery is not as bad 
as it has been painted. The outstanding favorable sign is the fact that the 
pessimist of yesterday is becoming the optimist of today. 

Impatience is the besetting sin of those who criticize the failure of recent 
Federal Reserve open market operations to effect a quick recovery. Such 
impatience is the outgrowth of cloistered thinking and a belief in the practical 
possibility of prompt and perfect stabilization of business through the appli- 
cation of simple credit mechanisms. It is refreshing to note Dr. Reed’s dis- 
claimer of such a belief. 

Even if the theory of economic control through credit mechanics be accepted 
as sound in reason, the achievement of current results from open market opera- 
tions is conditioned upon at least three other factors, briefly labeled as: 
timeliness, amplitude, and background. 

As to timeliness, could any advocate of national planning obtain through 
the necessary political measures a governing board more able than the Federal 
Reserve Board to anticipate business needs, with less expansion in 1927, more 
repression in 1928, and more stimulus in early 1930? To what extent is the 
lack of vigorous open market stimulus in early 1930 the cause of our present 
slow response? 

The amplitude of the business swing must affect the lag of results. With 
such an unprecedented slump, our wait for recovery must be longer than 
usual. The Federal Reserve policy of forcing surplus reserves upon member 
banks is of comparatively recent, if not to say unduly postponed, application. 

Amplitude resistance may be only another phase of deficient timeliness, 
but neither of these is the greatest limiting factor today. That factor is the 
changing background or framework of banking in the United States. Any form 
of credit control must “float” upon changing circumstance. The neglected 
events seriously conditioning the functioning of credit control by the Federal 
Reserve system are: 

1. The Act of March 14, 1900, encouraging the establishment of many 
new, moderate-sized, national banks, thereby promoting the free coinage of a 
rapidly increasing volume of personal and private credits into deposit cur- 
rency purchasing power. 

2. The Act of December 28, 1913, enlarging the pyramid of deposit cur- 
rency that could be built upon any given quantity of reserve material. 

Either one of these acts was sufficiently inflationary to set up a chain of 
events distorting contemporary judgments of “normal” and requiring redress 
by a reaction more or less as great as that of the present crisis. Relatively too 
much attention has been paid to gold effects during the period of operation 
of these two acts, and too little to the effects of American deposit currency 
upon the world’s gold problem. 

Social-minded persons who fully realize the profound effects of expanding 
and of contracting the credit pyramid in a society using deposit currency 
chiefly as its medium of exchange have a difficult decision to make. Should 
further deflation be countenanced ? Having closed about 11,000 out of our 
°0,000 banks in the last twelve years, do we yet have too many banks? 
Should we rely upon open market operations solely when the whole frame- 
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work of bank credit is in collapse on the “firing line” where credit is and hy 
been manufactured? Would a temporary emergency measure for the guaran. 
tee of bank deposits restore confidence in depositor and banker and reliey, 
pressure for further liquidation? Have we been raising the standard of good 
bank credits too rapidly in the past ten years? Will branch banking contin, 
the deflation of bank credit at the source? Should we encourage the granting 
of enough new and unsound credits now so that with the consequent pric 
rise the present unsound credits held by our banks will become sound? Wij 
the new party in power next March grant numerous bank charters to jt, 
friends, and restore the free coinage of personal and private credits? Whe 
will the Reconstruction Finance Corporation’s exchange of government credits 
for deposit currency exceed the concurrent shrinkage of personal or privat, 
credits in circulation? How much longer shall we wait patiently for resuly 
from open market operations before attempting a drastic reorganization of 
our banking or monetary structure? 

To answer any one or all of these questions, with our accumulated knov!- 
edge of the subject, is not difficult; the problem is to obtain immediate ani 
necessary social action to restore the shattered framework of our banking sys- 
tem and to recreate the evaporated deposits. 
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SESSION ON THE TARIFF 
TARIFF REFORM: THE CASE FOR BARGAINING 


By Percy W. 
University of Buffalo 


Tariff reform, meaning tariff reduction, after twenty years of quies- 
cence, is again a live issue. Its resurrection is one of the manifold by- 
products of the depression. Two and one-half years of falling prices, un- 
employment, and bank failures following the enactment of the Smoot- 
Hawley tariff have demonstrated that “protection” and “prosperity” 
are not synonymous. In fact, in a large section of the public mind high 
tariffs are now closely associated with business depression. During the 
recent presidential campaign the Democratic leaders did their best to 
make this association of ideas even closer. Economists have done their 
bit, and some business men, too, have denounced the exaggerated pro- 
tectionism of the Smoot-Hawley tariff as responsible for deepening and 
prolonging the depression. It would appear, therefore, that the present 
was an opportune time to initiate tariff reform. 

But the practical difficulties in the way of tariff reduction are many 
and not easily overcome. During a period of trade stagnation tariff 
beneficiaries oppose bitterly all attempts to reduce their protection. 
To the man in the street, seeing only the effect on imports but neg- 
lecting exports, it would seem as if tariff reformers were planning to add 
to the already staggering burden of unemployment. Everyone knows 
that even in prosperous times tariff revision causes business uncer- 
tainty; during depression might not the threat of increasing competi- 
tion from abroad nip in the bud the tender flower of business recovery? 
Economists it is true might indicate numerous tariff items that could 
be reduced without serious results, but American business men have al- 
ways attached exaggerated importance to tariff protection. And it is 
a fact that no important revision downward of tariff rates has ever been 
made during a period of business depression. On the contrary, hard times 
regularly stimulate the demand for higher tariffs and the depressions of 
1893-96, 1907, and 1920-21 were followed by upward revisions of rates. 
In fact, the present Congress in its first session levied new duties on 
coal, oil, copper, and lumber. The depreciation of foreign currencies 
is a feature of the present depression which offers an added obstacle 
to tariff reduction. During the past twelve months additional duties to 
offset exchange dumping have been insistently demanded by numerous 
American industries. Difficulties and obstacles such as these could be 
overcome if the party which will assume power in March, 1933, were 
solid for tariff reduction. But since the Underwood Act was passed pro- 
tection has made large inroads into the Democratic ranks. 
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Recognition of the fact that in the present business and politic, 
situation general tariff revision by Congress is not only impossible by 
undesirable from many points of view is responsible for the new dire. 
tion of tariff reform. In the bill (H.R.6662) introduced by Represent. 
tive Collier at the first session of the present Congress three proposal 
were made: (1) the abolition of the president’s power to change ratg 
of duty under the so-called flexible provisions; (2) an international cop. 
ference to consider lowering of excessive duties, the abolition of projj. 
bitions, quotas, and other emergency restrictions; and (8) the neg 
tiation with foreign governments of reciprocal trade agreements undy 
a policy of mutual concessions. This bill comprised the hopes and 4 
pirations of the tariff idealists in the Democratic party. It passed bot) 
houses without important modification of its principal features (excep 
for the provision for congressional ratification of all treaties concluded), 
President Hoover vetoed it and the veto was sustained. 

But the reform program was not finally disposed of by the preside. 
tial veto; it reappeared as the tariff plank in the Democratic Nation 
Platform, which read: “We advocate a competitive tariff for revenue 
with a fact-finding tariff commission free from executive interference, 
reciprocal tariff agreements with other nations, and an international 
economic conference designed to restore international trade and facil: 
tate exchange.” 


In the campaign, the part of the reform program receiving special 
emphasis was the proposal for reciprocal tariff agreements. This was 
usually spoken of as “reciprocity” or tariff bargaining. Governor 
Roosevelt urged tariff reciprocity in several of his addresses. At Seat. 
tle he advocated “a tariff policy based in large part upon the simpk 
principle of profitable exchange arrived at through negotiated tariff 
with benefit to each nation.” Various exporting interests took up th 


cudgels for tariff bargaining as a measure to remove retaliatory tariff 
which they believed were keeping American products out of foreig 
markets. A World Trade League was formed in New York for the pur 
pose of advocating tariff bargaining. 

Considerable publicity was given President Nicholas Murray But- 
ler’s support of the new policy. In an address before the Economic Club 
of Chicago, April 15, 1932, President Butler said, “If the America 
government would begin promptly the negotiation of reciprocal con 
other great industrial nations, treaties drafted 
with a view to bringing about very substantial reductions of prevailing 
rates of duty, great gain would result both at home and abroad. Other 
countries would with certainty eagerly follow the lead of the United 
States.” 

I should like to consider now what is implied by tariff bargaining 
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nd reciprocity and what their possible uses may be in the present situa- 
jon. In popular usage the terms are synonymous; specialists, however, 
,dhere to the classification established by the United States Tariff Com- 
mission in its report of 1919 on Reciprocity and Commercial Treaties. 
They use the term “reciprocity” in a special sense to denote a commercial 
»greement of an exclusive character between a pair of countries. In our 
»wn experience reciprocity treaties have been influenced strongly by 
nolitical circumstances. The Commercial Convention of 1902 between 
he United States and Cuba is a good illustration. Such agreements 
13 I have said are usually exclusive in character. The concessions con- 
ained in them are not automatically generalized to other nations 
hrough most-favored-nation clauses. “Tariff bargaining,” on the other 

and, is a more general term. It has been used to describe all of the 
iethods, including offers of concessions and threats of penalties, by 
yhich a nation strives to secure more favorable treatment for its com- 
ierce at the hands of other nations. Bargaining may have as its ob- 
ject specially favored treatment and may lead to mutual reductions of 

uties, or it may aim at the removal of discriminations. In the latter 
ase its object is merely to secure equal treatment. Since nations of the 
irst rank generally pledge to each other equal treatment in commercial 
treaties, the aim of bargaining is usually the reduction of duties by 
special concessions, but these are not necessarily exclusive concessions. 
Since 1922 the tariff laws of the United States have provided for the 
imposition of penalty duties as a means of enforcing equality of treat- 
ment. Usually we do not think of that as a bargaining device. The pro- 
posal for tariff bargaining is a new departure in that it contemplates 
the offer by the United States of concessions from its statutory rates 
of duty in exchange for equivalent concessions from other countries. 

On its face the proposal is attractive. The method of concession seems 
to breathe a mild spirit into an atmosphere now surcharged with re- 
taliation and strife. Furthermore, tariff bargaining is almost universal, 
nowadays. Continental nations have long practiced it, and even in Eng- 
land which long maintained a single-column tariff, the Board of Trade 
is now authorized to make concessions from the new protectionist duties 
for bargaining purposes. 

Tariff bargaining has often been condemned for the reasons which 
President Hoover gave in his veto message of May 11; namely, that the 
policy involved complex and long drawn-out negotiations without re- 
sulting in any important benefits with respect to foreign trade. This 
view finds support in the significant report of the United States Tariff 
Commission to which I have already referred. The Commission’s survey 
of the history of American commercial policy showed that tariff bar- 
gaining had accomplished little. The Commission emphasized particu- 
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larly “troublesome complications which the policy of special arrange. 
ments inevitably produced.” It spoke of unpleasant controversies an4 
international friction. Congress adopted the Commission’s attitude, and 
in the Act of 1922 no provisions for tariff bargaining were incorpo- 
rated. It is worth observing, parenthetically, that among the consid. 
erations which moved the leaders in Congress to reject bargaining wa; 
one which the Commission did not stress and of which it would not hay. 
approved. The political watchword at the time was “return to normal- 
cy” and in foreign affairs normalcy meant isolation. With such an at. 
titude a single-column tariff was more in accord than a bargaining 
tariff. 

I shall not attempt to go over again the ground which has been s 
well covered in the Commission’s report. I think we may take for granted 
that the facts which are set forth there are accurate and the concly- 
sions which the Commission drew from them were warranted at that 
time. But in the thirteen years which have elapsed since the Comnis- 
sion’s report was published, changes of great significance have occurred 
both in the commercial policy of the United States and in our economic 
relations with foreign countries. I wish to examine now whether these 
changes warrant reconsideration of our attitude toward tariff bargain- 
ing. Is it possible that, if the same Commission were preparing a report 
for Congress in 1933, its conclusions might be different from those of 
1919? 

In 1919 we had just emerged victorious from a world war. For five 
years our export trade had been experiencing unheard-of prosperity. 
Exporting firms had no difficulty in selling anything and everything in 
the markets of Europe, Latin America, and Asia. Prices were sky-high 
and there was as yet no indication of the approaching crisis of 1920 
and 1921. Our foreign investments had been swelled by the war-time 
loans but were still modest compared with the (nominal) value of our 
present holdings abroad. Then came the boom of 1922-29. Stimulated 
by an aggressive policy of government aid, our manufacturing indus- 
tries found new possibilities in foreign markets. Liberal lending by 
American investors gave foreigners the means of paying for enormous 
quantities of American goods. 

But this happy situation has now disappeared. The stoppage of 
the flow of capital to European and South American countries has dried 
up their purchasing power. Debtor countries in their efforts to balance 
their international accounts have taken drastic measures to reduce in- 
ports. European countries have raised tariffs as a measure to protect 
agriculture and in the hope of reducing unemployment. Thus govert- 
ment action has accentuated the decline in prices and in the volume of 
international exchanges. American exports have been hit severely. 
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World trade declined 40 per cent in the years 1929-31 and American ex- 
ports fell off 53 per cent. The value of American goods exported in 1932 
vas $1,618,000,000 as compared with $2,424,000,000 in 1931 and 
¢3,843,000,000 in 1980. It is obvious that for the American exporter the 
situation in 1938 is far different from 1919. 

In 1919 the change in the position of the United States in interna- 
tional finance from a debtor to a creditor nation, the world’s greatest 
creditor, was under way, but the process was not fully accomplished and 
the implications of the change as respects commercial policy were not 
fully appreciated. A new reason for tariff reduction has now arisen. The 
American investor in foreign securities has joined the American ex- 
porter and the American consumer in demanding lower duties on for- 
eign goods. How else can interest and capital repayments be received? 

Let me say at this point that to my mind neither the decline of Ameri- 
can exports nor the plight of the American holder of foreign securities 
are the facts of chief significance. The new economic situation which 
in reality justifies a reconsideration of bargaining is the general col- 
lapse of international trade. The policy which at this juncture will in 
the long run be of greatest benefit to any country is the policy which 
fits in best into co-operative action for world recovery. We must con- 
sider therefore whether a change of policy by the United States might 
not induce or at least facilitate a general relaxation of trade restric- 
tions throughout the world. 

Since 1919, the American government has inaugurated a new com- 
mercial policy or perhaps I should say that it has given a new and 
more formal expression to a policy which had been in process of de- 
velopment for some time. I refer to the announcement in 1923 of the 
policy of “equality of treatment.” The policy has found practical ex- 
pression in the adoption in all commercial treaties and executive agree- 
ments concluded since that date of the most-favored-nation pledge in 
its unconditional form. Another feature of the new policy was the pro- 
vision in the Tariff Act of 1922 (re-enacted in the Act of 1930) of 
penalty duties as a means of protecting American commerce from dis- 
criminatory treatment by foreign countries. In this new set-up, bargain- 
ing found no place. In fact it was frankly rejected. The United States 
offered equal treatment to all and insisted, or attempted to insist, upon 
receiving equal treatment from all. 

Two questions arise at this point: (1) Is there a conflict between 
the policy of equality of treatment and the policy of bargaining? (2) 
If such conflict exists, is it worth while to modify our policy so as to 
harmonize it with bargaining practices? 

There is no necessary conflict, it seems to me, between bargaining 
and the use of penalty duties to protect American commerce against 
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discriminatory treatment by foreign countries. As a matter of fact th 
determination of what constitutes discrimination is such a nice mat. 
ter, and the penalty duties are regarded as such a drastic measure 
that they have never been used. At present the use of import quotas 
exchange restrictions, and the like, have upset the old criteria of equal 
or fair treatment, making the proof of discrimination practically in. 
possible. It is quite possible that under these abnormal conditions, sup. 
plementing penalties with bargaining might produce better results thay 
have been secured by the penalty method alone. 

In discussing the relation of bargaining to the policy of equal treat. 
ment, two features of this policy should be distinguished: (1) the sin- 
gle-column tariff and (2) the unconditional treaty. Should we, in the 
present state of our treaty relations, adopt a bargaining policy, ou 
single-column tariff would be replaced, at least temporarily, by one with 
two or more columns of rates. But this situation would not arise be 
cause we had abandoned the policy of equal treatment but because we 
have as yet been unable to carry it out more than fragmentarily, as I shall 
presently explain. 

More significant than the form of tariff schedules as a vehicle of 
our policy is the use of the unconditional form of commercial treaties. 
At present only eleven such treaties are in force with the following 
countries: Austria, China, E] Salvador, Germany, Honduras, Hungary, 
Latvia, Norway, Turkey, and Yugoslavia. Of these countries only China 
and Germany afford markets of first-class importance. Other great 
trading nations have not been attracted by our offer of equal treatment, 
accompanied as it has been by high and rising duties. 

In principle, it should be recognized, the giving and receiving of 
mutual concessions from established rates of duty is not inconsistent 
with the pledge of unconditional most-favored-nation treatment. This 
is the view of the United States Department of State expressed in reply 
to an inquiry from Senator Walsh with reference to the treaty pending 
with Norway.’ But, as the Department pointed out, the concessions 
granted must not be exclusive. This is the essential difference between 
the old and the new treaties. And thus the use of the unconditional clause 
removes one of the major objections to tariff bargaining. As long as 
the United States insisted upon the use of the conditional clause, con- 
cessions from rates of duty were almost of necessity exclusive in char- 
acter. This kind of bargaining was justly condemned for creating bad 
feeling among those nations who were not allowed to share in the re- 
ductions. 


Under our new policy the benefits of any reductions achieved by bar- 
gaining would be automatically extended to each of the twenty-seven 
1 Congressional Record, 72 Cong. 1 Sess., Vol. 75, No. 90, April 5, 1982, p. 7684. 
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countries to whom we have unconditionally pledged, by treaties and 
executive agreements, most-favored-nation treatment. Also, there is 
reason to expect that as soon as bargaining was adopted the number 
of unconditional treaties would increase, for foreign countries would 
then find it more worth while to enter this relationship with us. So far, 
then, from being in conflict with the policy expressed in the uncondi- 
tonal treaties, bargaining may be made an instrument of furthering 
that policy. 

A second innovation in American tariff policy dating from 1922 raises 
a new and embarrassing obstacle to the re-introduction of bargaining 
practices. I refer to the so-called “flexible provisions” which first ap- 
peared in the Fordney-McCumber Tariff and were re-enacted with un- 
important modifications in the Smoot-Hawley Tariff. These provisions 
give the president power to increase or decrease any rate of duty if 
an investigation by the Tariff Commission shows that the existing rate 
does not equal the difference between the domestic and the foreign costs 
of production. “Flexible” is a misleading word when applied to this 
scheme. In reality Congress laid down a rigid mathematical formula 
strictly limiting executive action in changing rates. 

Cost equalization and bargaining seem difficult to harmonize. Obvi- 
ously, absurd situations might arise if the president should continue 
to adjust rates to cost differences and Congress should set up an agency 
of its own to conduct bargaining negotiations. By concentrating in the 
executive the power of effecting both sorts of tariff changes, the con- 
flict of powers would be avoided, but a conflict of principle would re- 
main. This is not merely a priori reasoning. At least one instance is on 
record of an attempt to combine bargaining with cost equalization. In 
1927 and 1928 during the tariff controversy with France, the American 
government promised by way of concession to submit to its Tariff Com- 
mission applications from French exporters for reduction on certain 
rates of duty. The applications were duly submitted to the Commis- 
sion, but no cost investigations were ever instituted and no rates of 
duty were reduced. The narrow statutory limitation placed on the Com- 
mission’s action made practically impossible the satisfaction of the 
French requests. The statute required, for example, that costs in the 
chief competing country should be ascertained and compared with 
American costs. The French request for reduction in the duty on pea- 
nut oil, therefore, would have had to depend for its satisfaction upon 
the investigation of costs, not in France but in China. In the case of 
silk velvet and plush ribbons, there was no domestic production of com- 
parable articles and hence no cost study was possible, and the Com- 
mission could afford no relief. Finally there was always the embarrassing 
possibility, in those cases in which cost comparisons were possible, that 
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the Commission as a result of its investigations would find that a higher 
not a lower duty was necessary to equalize cost differences. 

The authors of the Collier bill may have recognized that simply to 
superimpose tariff bargaining upon existing law would produce serioys 
complications. But I suspect that other reasons explain their proposal 
to abolish the president’s power to change rates of duty. According to 
their plan, which was in substance the amendment proposed by the late 
Senator Simmons to the Smoot-Hawley bill, applications for rate 
changes would still be received and investigated by the Tariff Commis. 
sion but its reports would go to Congress which would exercise final 
power over rate changes. It is well recognized that the flexible provi- 
sions in the Act of 1922 never produced satisfactory results, and the 
modifications of the Commission’s powers in the Act of 1980 amounted 
to very little. Of more importance was the reorganization of the men- 
bership of the Board. The new Commission has done much valuable work 
of a general investigational character, but as far as rate changes are 
concerned the experience of the past thirty months affords no ground 
for expecting that administrative rate making by the cost equalization 
formula will ever produce worth-while results. In the first session of 
the new Congress a bill proposing the reform of the flexible provisions 
along lines similar to those laid down in the Collier bill probably will 
be introduced. If the bill passes, Congress will resume full powers over 
the tariff and thus one of the principal objections to bargaining will 
have been overcome. 

There is no opportunity here to discuss in detail the methods of bar- 
gaining. A suggestion made by Hon. David J. Lewis, formerly a men- 
ber of the Tariff Commission, now a Representative in Congress from 
Maryland, has interesting possibilities. He has proposed that the United 
States should offer a flat reduction, say of 10 per cent, from its tariff 
to any and all countries that would be willing to make equivalent con- 
cessions. This suggestion has the merit of simplicity. It defines once 
and for all the extent of the American concessions. In fact it sets up 
a second schedule of minimum rates in addition to the rates now in 
force, which would then become the maximum tariff. Bargaining would 
ensue only in order to determine what concessions each foreign country 
should give from its tariff. A simple solution of this problem would be 
to insist that each foreign country should grant to the United States 
in return a 10 per cent reduction. Mr. Lewis suggests that the United 
States should re-enact our 1913 Tariff and as compensation other 
nations should go back to pre-war rates. 

The existence of eleven unconditional most-favored-nation treaties 
and executive agreements with sixteen foreign countries introduces an 
element of complexity. As soon as any country accepted the American 


pro 
unc 
the 
the 
red 
fro 
cou 
ben 
to | 
mig 
to 
clu 
Up 
ber 
ing 


wit 


wo 
sel 
elt 
co 
co 
wl 
mé 
sc 
ag 
CC 
It 
fr 
ni 
u 
ce 
m 
p 
b 
li 

t 

I 

I 

i 


Tariff Reform: The Case for Bargaining 145 


proposal, each of the twenty-seven countries to whom we have pledged 
unconditional most-favored-treatment, would have the right to demand 
the minimum rates and without compensation. They would benefit by 
the reduction of the American tariff without being under obligation to 
reduce their own tariffs. Also, as soon as a single country had received 
from the United States a gratuitous concession, each of the fourteen 
countries to whom we are bound by conditional treaties could claim the 
benefit of the concession and without compensation. In order therefore 
to give maximum effect upon foreign tariffs to the American action it 
might be desirable first to terminate all executive agreements and then 
to invite all countries with whom we have unconditional treaties to con- 
clude a new multilateral treaty by which concessions would be exchanged. 
Upon the conclusion of such a treaty no country not a party to it could 
benefit by the American willingness to reduce tariffs without itself mak- 
ing reductions. Also, through the operation of unconditional treaties 
with other countries many of their concessions to the United States 
would be generalized. 

Finally, there are about fifty countries, including all of the British 
self-governing commonwealths, with which the United States has con- 
cluded no commercial treaties. As far as the new bargaining scheme was 
concerned, these countries would be in the same position as those with 
conditional treaties. They would have no claim to the minimum rates 
without making reductions from their own tariffs and when they did so 
many of such reductions would be perforce extended to other countries. 

I have entitled this paper, “The Case for Bargaining.” Its limited 
scope does not allow me to discuss in detail several substantial arguments 
against the practice, arguments which the pleas of changed economic 
conditions and changing commercial policy do not readily dispose of. 
It must be admitted that our constitutional separation of executive 
from legislative powers handicaps the American government in the ne- 
gotiation of commercial treaties. Also it must be admitted that when a 
nation enters upon a bargaining policy there arises a tendency to set 
up artificially high rates, thus reducing the value of subsequent con- 
cessions. For this reason, tariff bargaining is not necessarily synony- 
mous with tariff reduction, as is shown by the recent history of Euro- 
pean commercial policy. 

But it is my contention that given the will to reduce tariff barriers, 
bargaining facilitates and generalizes the reductions. Bargaining, I be- 
lieve, may be made a means of hastening the reduction of the American 
tariff, a process difficult of accomplishment in any other way. I should 
not anticipate that the concessions secured from foreign countries would 
be sufficiently numerous or important to lead directly to a significant 
improvement in our exports. Perhaps the most significant immediate 
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gain for our exporters would be the removal of discriminations against 
American goods in Canadian, French, and Spanish markets. Nor 4) 
I think that American consumers would derive large immediate gain; 
from the entry at lower rates of foreign goods. 

But the indirect gain might be far greater. I am thinking about th 
effect on world tariffs of the American action. The attitude of the United 
States, I am convinced, has more effect on European and on worl 
tariff policies than our own Congress has ever suspected. In 1928 and 
1929 the news that an upward revision of the American tariff was in. 
pending was responsible to no small extent for checking the movement 
in Europe toward tariff reduction. A decisive move now by the United 
States toward lower tariffs might be the force needed to break the 
world’s tariff jam. It would certainly strengthen the hands of those 
who the world over are working for the reduction of trade barriers and 
the removal of restrictions. To put strings on our action, to make re- 
duction dependent on bargaining, would seem to lessen its moral force, 


Possibly so. But a more than compensating gain, in my opinion, is that 
bargaining if at all successful will set in motion a series of concessions 
which through treaty relations must be generalized and thus to the moral 
force of the American action is added the force of international obliga- 


tions. 
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DISCUSSION 


Eanes? Minor Parrerson.—Mr. Wright has summed up his argument in 
his closing paragraph: “The nations of the world have engaged themselves 
by a solemn pledge not to use war as a means of settling international dis- 
putes. Unrestrained liberty in tariff making tends to make the keeping of this 
pledge impossible. Tariff making should be subject to international law.” 

Mr. Bidwell also contends that our tariffs are too high and hunts for an 
approach toward reduction. He believes that “‘a decisive move now by the 
United States toward lower tariffs might be the force needed to break the 
world’s tariff jam.” Although he feels that “to make reduction dependent on 
bargaining would seem to lessen its moral force” there is a more than com- 
pensating gain in that “bargaining if at all successful will set in motion a 
series of concessions which through treaty relations must be generalized and 
thus to the moral force of the American action is added the force of inter- 
national obligations.” 

There are thus certain points in which the two papers agree. Both writers 
hold (1) that our tariffs are unduly high and (2) that the approach to ad- 
justments downward should be through international action. Mr. Wright 
argues that tariff making should be subject to international law while Mr. 
Bidwell favors attempts at bargaining in the hope that a network of inter- 
national agreements will come into existence, binding the signatories to a 
reduction in the obstacles to trade. 

A possible next step in the discussion is to ask ourselves: (1) will this 
international approach bring the anticipated results; (2) does not the pres- 
ent position of the United States warrant a reduction of her tariffs regard- 
less of what other countries may or may not do; and (3) in what manner can 
effective action by Congress be secured? 

It is appropriate to stress the value and the practicability of international 
action. Through it much has been accomplished and doubtless much more 
will be accomplished in the future. We usually extol its merits by contrast- 
ing them with the excesses of economic nationalism. Thus presented the 
case seems clear but observation of international efforts in recent years sug- 
gests that we should not be blind to its limitations. 

There are three results and only three that can be secured in this way, 
whether the approach be through commissions or general conferences or 
through the ordinary diplomatic machinery. One is that a frank exchange 
of views often shows a complete harmony of interests that had not before 
been realized. When this harmony is discovered there is often only slight 
difficulty in reaching agreement regarding the appropriate action. 

A second consequence is that negotiations often make vivid actual differ- 
ences of interest and confirm the negotiators in their national enthusiasms. 
And there are actual differences of interest in many matters—not imaginary 
differences based upon incomplete knowledge of the facts, but real ones. 
The more information there is available the more vividly the conflict of inter- 
est is realized. It is not always to British advantage—either direct or in- 
direet—for the French to withdraw as much gold from Great Britain as 
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the French find it advantageous to take. Nor can the French with economj, 
gain to themselves import as much British coal as the British would fy, 
it worth while to sell in France. 

A third consequence of international negotiation is that mutual Conces- 
sions may be made. The Germans may agree to take more French wine tha 
is advantageous to Germany provided the French will take more Germ 
steel than they really care to receive. The gains derived by each in this 
arrangement may more than offset the losses. 

Stated differently, we may say that in much discussion of internation: 
questions we are assuming a harmony of interests that is strongly reminiscen 
of Bastiat and others. The two papers do not commit this error but yw 
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may supplement them with a reference to the limitations of what their ay. By 
thors propose. In the field of labor relations we do not insist that employers aes 
and employees have interests that in no way conflict. We acknowledge that sth 
some of their interests are mutual but proceed on the further assumption vi 
that there is a vast area within which their interests differ. In internationa] ia = 
matters we have a set-up in which the people in each national area have 0 “ | 
organized their affairs that in many situations no real harmony can be dis- = 
covered between the national groups concerned. thing 

This does not mean that the international approach should not be en- ie 
ployed but merely that we must not expect too much of it. There are cogent as 
reasons why its limitations are particularly sharp at present. Business is ane" 
increasingly dynamic. Changes in organization and method, new products asi 
and devices—all come with growing rapidity, harassing and perplexing not ii 
only the business man but also any outsider who dispassionately observes aes 
business problems. Larger-scale production with heavy overhead costs and — 
often with multitudinous by-products, tends to intensify competition. Un- wn 
stable currencies and exchange dumping furnish still another complication. ill 
With these and other influences at work stability is extremely difficult to awe 
secure and maintain. We may allege that market stability cannot really be It 
secured through more and more trade restrictions but we need not be sur- rae 
prised if the business man seeks it in every possible way. in | 

If time permitted suggestions could be made regarding several other lines bead 
of effort, but we may instead argue briefly that under present conditions thu: 
the United States can afford to proceed alone. Through bargaining some plat 
concessions may be secured but it is very doubtful. Negotiations will be they 
very prolonged and may yield little but disappointment. peo 


The position of the United States is a peculiarly difficult one. From 1914 


to 1920 our relation to the rest of the world was altered. We became cred- Pr 
itors suddenly, not slowly through decades with time for gradual adjust- ea 
ments of our economic structure. Before the war we were apparently work- Tw 
ing out of the mature debtor stage into that of an immature creditor. This " 
meant an economic structure adjusted to an excess of exports. The war in 
placed upon us the burden of increasing our exports but tended to restrict on 
imports. By 1920 we were geared to export still more goods and services pee 
but not to import goods and services. Yet we had suddenly become creditors. hoy 

Instead of systematically and rapidly adapting ourselves to this new de 
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relationship, we made little or no attempt at adjustment. In fact, the task 
yould have been an appalling one and perhaps impossible of accomplish- 
ment. Our procedure was not surprising. We pressed exports, visible and 
invisible, through both private and public effort while restricting imports 
in a variety of ways. We checked immigration, thus reducing the volume of 
immigrants’ remittances, continued to develop our own merchant marine, 
fnanced our foreign transactions more and more with the aid of domestic 
bankers and insurance companies, and raised our tariffs in 1921, in 1922, 
in 1930, and in riders to the Revenue Act of 1932. All this was possible be- 
cause of our willingness to accept a large amount of foreign promises to pay. 

By 1932 we have made no appreciable progress toward adjustment. One 
procedure is that proposed by the advocates of economic self-sufficiency— 
of “autarchy” as the Europeans are calling it. This will probably be only 
a passing vogue since world economic currents are so strong. The other pro- 
cedure is to attempt a freer receipt of imports, notably by a modification of 
our tariff schedules. The situation is so acute that this should be done even 
if no concessions can be secured from other countries. 

Two comments about it should be made. One is that there is no such 
thing as adjusting ourselves without some loss. A lowering of tariffs may 
mean losses to many American producers who rely chiefly on the domestic 
market and who will suffer from an increase in the imports of competing 
goods. Yet maintenance of trade barriers curtails the foreign markets for 
many producers who rely on exports and who have little or nothing to fear 
from competing imports. To such an extent is this true and so great are 
its ramifications that the aggregate result of lowered schedules would be 
a stimulus rather than a blow to most lines of business. Also trade barriers 
reduce the payments from abroad to the American investors in foreign se- 
curities, and their reduction would make possible greater remittances on 
account of interest and principal. 

It is not a question of preventing losses but of deciding (if a calculated 
decision is really possible) how to minimize the losses. Nor, may we say 
in passing, is the argument entirely one-sided, as many doctrinaire free 
traders seem to think. It is interesting to notice that many of our most en- 
thusiastic advocates of national economic planning seem anxious not to 
plan the ebb and flow of goods and services in foreign trade. Apparently 
they are planning not to plan at all in this field—or perhaps leave it to the 
people and governments of other countries. 

If we assume that we desire to adjust ourselves to our creditor position 
and to concentrate at least some of the loss on certain producers for the 
domestic market by lowering tariffs, what procedure should be followed? 
Two suggestions may be made. 

The first is that we shall probably not get very far by talking in broad 
terms about the general advantage. Certainly we shall accomplish little if 
our appeal is to the “public” or to the consumers or to other groups real 
or fanciful whose interests may be suffering at present. Nor is there any 
hope of support from geographical regions such as the West or the South, 
since so many of their industries are now protected. 


OMic 
find 
\ces- 
han 
Man 
this 
nal 
ent 
we 
ers 
hat 
tion 
na] 
$0 
dis- 
em- 
rent 
3 is 
cts 
not 
ves 
and 
on, 
to 
be 
ur- 
nes 
ns 
me 
be 
14 
od- 
st- 
rk- 
is 
ar 
ict 
rs. 


150 American Economic Association 


Instead an appeal may more effectively be addressed to certain econo: 
groups which are not located in any special section of the country but ar 
scattered through all sections. There are three important groups. One js 
made up of those who produce primarily for the domestic market and ay 
interested in articles that may quickly suffer from imported merchandiy 
if certain tariff schedules are reduced. Even they would gain a great dea] 
from the stimulus to general business which will follow a loosening of trad 
restrictions, but this is not always easy to appreciate in advance and this 
group will probably oppose reductions and even press for higher duties, 

Those who are producing more and more for export are a second group, 
while investors in foreign securities are a third. These two are increasingly 
conscious that they cannot be paid unless their debtors can find dollars and 
that dollars can be found only if trade barriers are modified. There ar 
already signs of organized effort among them, with a view to securing further 
reduction of the war debts and lowered tariffs. 

A second comment is in the form of a warning. High tariff advocate 
regularly challenge their opponents to indicate particular commodities or 
industries now protected that do not need such help. This is, of course, 
not possible except in rare cases. Where protection has been granted the 
industry concerned adjusts itself to the assistance given and its withdrawal 
is at least an immediate disadvantage. The approach must not be by ques- 
tioning particular rates of duty but by examining the whole policy—by a 
general rather than by a specific attack. 

E. GrosveNor Ptowman.—Dr. Phillip G. Wright’s paper summarizes 
the need for control of international economic warfare. He makes the point 
that the renunciation of war has uncovered the problem of economic war- 
fare. He states that economic warfare between the nations can be as destruc- 
tive as physical warfare. This suggests a basic principle, that, if we re- 
nounce a weapon of great force such as physical warfare, we may expect 
human ingenuity to devise ways of increasing the destructiveness of lower 
powered weapons such as economic warfare. We have seen this principle 
work out in the field of warfare as well, for instance, in the development 
of the German “pocket” cruisers caused by their forced renunciation of the 
battleship. 

Within the United States, physical warfare has long since been renounced. 
Furthermore, we have also renounced tariff warfare between the states and 
between the United States and certain other countries and areas, such 4s 
Porto Rico, Cuba, and the Philippines. This renunciation, not only of physi- 
cal warfare but also of tariff warfare, has resulted in the transfer, through 
the process suggested above, of force and destructiveness to such weapons 
as boycotts and campaigns of prejudice. We have seen illustrations of this 
in the prolonged warfare between beet and cane sugar and between do- 
mestic butter and oleomargarine made from tropical oils. 

It is, therefore, pertinent to remark that the development of Dr. Wright's 
proposal to eliminate the use of tariffs in economic warfare through some 
form of international control and development is likely to result in intensify- 
ing economic warfare between the countries through the next lower grade 
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of weapons such as boycotts and campaigns of prejudice. Dr. Wright's pro- 
posal is simply another step in a long series of steps which must be taken to 
substitute negotiation for warfare. 

Francis T'yson.—May I raise a question about the optimistic sentiments 
expressed by Professor James Harvey Rogers yesterday and by Professor 
Bidwell this morning concerning the likelihood of any easy congressional 
acceptance of lower tariff schedules in the near future? Is their commend- 
able viewpoint not a bit unrealistic politically? Despite the great technical 
dificulties, workable formulae of international reciprocal agreement, looking 
toward recovery through lowered trade barriers, may be developed; but 
the prospect of their acceptance, it seems to me, is none too bright. 

Let me reiterate Professor Bidwell’s point about the fact that no general 
reduction of the tariff has occurred in our history during a period of gen- 
eral depression. And may I remind you that even those Democratic senators 
who are enlightened on the economics of the tariff voted for raw material 
increases recently, as was the case earlier with the Smoot-Hawley bill? 
These included not only Senator Robinson of Arkansas, the Democratic 
leader, but also Senator Thomas J. Walsh of Montana, who evidently was 
hard pressed by the copper interest of his state—a clear-cut reflection of 
pressure from constituencies “back home.” May I point out that the Demo- 
cratic campaign speeches, with few exceptions, were confused, and not often 
consistent on the question? Let me call attention particularly to the spread 
of protectionist sentiment with the new industrial revolution in the South, 
especially in the textile and iron and steel industries. 

I need not remind you of the lack of definite effect of the economists’ 
memorial on the issue; nor should we underestimate the strength of the or- 
ganized high tariff propaganda in the United States, and the announced in- 
tention of influential senators to raise existing schedules farther to limit 
foreign competition. Senator David A. Reed of Pennsylvania, for instance, 
has proposed increases in iron and steel schedules, apparently on the basis 
of the effects of the depreciated currencies abroad. Moreover, only a few 
leaders of industry, in the fields of motors, electrical equipment, and other 
export industries, really favor lowered duties. The great majority of in- 
dustrialists, especially in iron and steel, metals, pottery, glass, and textiles, are 
antagonistic to downward revision. They do not share the viewpoint of an 
increasing number of bankers on the subject; the latter, of course, now accept 
and support the economists’ position on tariff revision. 

Finally, the lack of preparation of what was called by Professor Bidwell 
the “public mind” (euphemistically, I presume) on this issue, as in other 
dificult problems of international relations, is only too evident. The lack 
of understanding, and the inarticulateness, as well as the weakness of or- 
ganization, of the American consumer and worker render it practically im- 
possible for the masses to follow their own interest, and to benefit by tariff 
reduction and international co-operation. 
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SESSION ON REAL ESTATE SPECULATION 
SPECULATION IN SUBURBAN LANDS 


By Ernest M. FisHer 
University of Michigan 


Around the fringes of all urban areas of any size lies the territory 
into which the distinctly urban uses of land must expand as the con. 
munity grows. This area has very appropriately been called the “ 
numbra” of the urban community.’ It originally consists of lands jp 
distinctly rural uses such as agriculture or forestry. As the circun- 
ference of the urban community expands and approaches this land, the 
uses to which it is put undergo a change. Extensive farming gives way 
to truck gardening or to golf or other recreational uses. In anticipation 
of the arrival of the more intensive urban uses, the value of the land 
increases and taxes mount proportionately. Here and there patches are 
definitely withdrawn from the rural or semirural uses, platted in small 
units served by common means of access, and offered for sale as building 
sites. Frequently the public utilities necessary for urban uses are at least 
partially installed and completely promised, plans are presented for 
the development of such community activities as schools and churches, 
and houses and business premises are built. 


These patches of development are widely scattered through the pe 
numbra of the urban area, frequently without relation to one another 
or to the urban community as a whole. They are isolated nuclei which 
gradually grow by the process of accretion, absorbing more and more 
of the penumbra until their borders meet. When the whole of the area 
has been absorbed into one or the other of the nuclei, it becomes a part 
of the original urban community. 


Thus, the advance of urban uses into the penumbra is by no means a 
steady or uniform one; the urban uses do not, as might be supposed, 
creep out into the penumbra at an even pace. They sometimes leap over 
considerable stretches of territory to establish themselves at spots re- 
moved from the fringe of existing uses, leaving the intervening area to 
be filled in slowly. 

There are, then, two distinct phases of the growth of urban uses 
in the penumbra: one is the expansion stage during which the new nuclei 
are being established, and the other, the filling-in stage during which 
the interstices between nuclei are being absorbed. There is little informa- 
tion regarding the length of time which elapses in these phases, but such 
scant data as have been compiled indicate that it is between fifteen and 


1See Herbert D. Simpson and John E, Burton, “The Valuation of Vacant Land 
in Suburban Areas,” Studies in Public Finance, Institute for Economic Research, 
Chicago, 1931, p. 2. 
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thirty years. It probably varies from community to community as the 
influences affecting the growth of the community vary. In terms of 
platting and sales activity, the data possess a high degree of periodic- 
ity, reaching high points during the period of expansion and dropping 
abruptly to extremely low points. As absorption of the interstitial areas 
proceeds, platting and sales activities rise very slowly until another 
period of expansion arrives. Thus the data reveal marked cyclical char- 
acteristics, but the cycles are longer than in the more familiar eco- 
nomic series. 

The most pronounced peaks in this activity closely coincide, however, 
with the peaks in general business activity; and the most abrupt de- 
clines in platting activity have occurred at the time of our severest busi- 
ness depressions. For example, platting activity in the Cleveland met- 
ropolitan area reached great peaks in 1856, 1873, 1891, 1903, and 
1926; it fell to the lowest points in 1861, 1878, 1896, and 1930. Ac- 
tivity in the Chicago area reached previously unprecedented heights 
in 1837, 1874, 1891,” 1910, and 1926.° Milwaukee experienced booms 
in 1837, 1857, 1875, 1892, and 1926;* Toledo in 1855, 1874, 1890, 
1916, and 1925 ;* Alameda County (San Francisco), California, reached 
peaks of subdividing activity in 1877, 1891, 1908, and 1925;° Detroit’s 
subdividing peaks have come in 1886, 1857, 1873, 1891, 1916, and 
1925;* those in Grand Rapids, Michigan, in 1857, 1872, 1890, 1906, 
and 1926.* Thus all the major crises since 1850 have been accompanied 
very closely by peaks and crises in subdividing activity. 

It is during a relatively brief period when subdiving activity is reach- 
ing its peak that the sorties far into the penumbra are made and the 
new nuclei established; during the long period of slight activity, the 
interstices are slowly filled in. The period of explosive expansion precedes 
or coincides with the rise of general business to a crisis. 

This period of expansion has been consistently accompanied by wide- 
spread speculation in suburban lands. In the earlier history of the coun- 
try, speculation in urban and suburban lands centered principally in pro- 
jected cities laid out, at least on paper, in locations which were “destined 
to be great emporiums of trade, industry, and commerce.’” Recently 


* An interesting description of the boom in Chicago in 1891 and 1892 will be found 
in H. Morton Bodfish, “Real Estate Activity in Chicago Accompanying the World’s 
Fair of 1893,” Journal of Land and Public Utility Economics, Vol. 1V, No. 4 (Novem- 
ber, 1928), p. 405. 

*These statements are based upon data from an unpublished source. 

_ ‘See Ernest M. Fisher, “Real Estate Subdividing Activity and Population Growth 
in Nine Urban Areas,” Michigan Business Studies (1928), Vol. I, No. 9. 

*See Lewis A. Maverick, “Cycles in Real Estate Activity,” Journal of Land and 
Public Utility Economics, Vol. VIII, No. 2 (May, 1982), p. 191. 

‘For a description of some of the speculative ventures in land during the early his- 


You teen} country, see A. M. Sakolski, The Great American Land Bubble (New 
ork, 1982). 
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something of the same sort of speculation took place in Florida; but fo, 
the most part, during the present century and much of the last half of 
the preceding one, speculation in suburban land has centered in the 
penumbra of already well established communities. 

In these areas speculation takes two distinct forms; the first is spect 
lation in acreage or accommodation land; and the second, in subdivided 
lots. In both these forms, speculation is difficult to identify with cer. 
tainty; for as in other types of transactions, the intent of the purchaser 
is probably the basis of distinction between speculation and inyest- 
ment.’ Thus in many instances the same individual in the same transac. 
tion may be at one time a speculator and at another, an investor, Ty 
the extent that the motive in purchasing is gain from the enhancement 
in value, the transaction is speculative; to the extent that income rather 
than increment in capital controls, it partakes of the nature of an in- 
vestment. 


As a matter of fact, the purchase of acreage or accommodation land 
is in most cases almost wholly speculative. In periods of expansive booms, 
the price at which acreage sells increases with sometimes astonishing 
rapidity. In such cases, it is easy to interest individuals with consider- 
able wealth in speculating on such increases. The usual procedure is 
to form syndicates for the purpose of buying tracts of land in the pe- 


numbra or taking options on them and holding them for increases in 
the price which someone will pay for them for the purpose of subdividing. 
In many cases, acreage “specialists” appear, who make it their principal 
activity to form such syndicates. Frequently these syndicates sell to 
each other, always at advancing prices, until a subdivider buys a tract 
and proceeds to subdivide it. 

No data are available as to the extent of such operations or the 
measure of the increase in the price of land traceable to them. They 
are, however, very extensive during a boom period, and the increases 
in price are not infrequently in a single turnover as high as 100 per 
cent. Usually these transactions are kept quite confidential; the men- 
bers of a syndicate are usually known only to the broker or specialist 
who manages the transaction and to each other, and prices paid and 
received by the syndicates are jealously guarded. 

The best that can be said of this type of speculation is that those who 
engage in it speculate largely with their own money. They usually op- 
erate, however, with as little cash as possible, buying on as favorable 
terms as they can secure, thus being able to realize a large percentage 
of profit on capital invested. When prices continue to rise, they reap 
handsome profits; when the rate of expansion declines, they suffer heavy 


"Cf., Charles O. Hardy, Risk and Risk Bearing (Chicago, 1981), p. 127. Also, 
Lionel D. Edie, “Investment,” Encyclopedia of the Social Sciences, Vol. VIII, p. 263. 
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losses. In many instances, however, acreage syndicates have paid as 
high as 800 per cent on capital actually invested. 

Thus, from the point of view of the individual, speculation in acreage 
is extremely hazardous, but may bring large rewards. It results in 
very radical redistribution of wealth. When a venture is successful, the 
profits of speculators come from the pockets of subdividers or mem- 
bers of similar syndicates; and when the venture of these groups proves 
successful, the profits of the acreage speculator are loaded on to the 
selling price eventually asked for lots created from the acreage. Losses 
from unsuccessful ventures, of course, fall principally upon the specu- 
lators. From the point of view of society as a whole, there is merely a 
transfer of wealth; no new wealth is created, and little is lost by these 
transfers of ownership. 

But, notwithstanding this fact, society does suffer from these opera- 
tions in two distinct ways. First, the land involved is nearly always 
thrown out of use and lies idle while it is being held by the speculators. 
This land is usually so situated as to enable it to render valuable services 
as ordinary farms, truck farms, or recreational land. Instead of re- 
ceiving the benefits of such services, the community must see this resource 
lie idle. About the fringes of most large cities today lies a great belt 
of such idle land, grown up in weeds, delinquent in taxes, and derelict. 

Society also suffers from the disruption of economic relations brought 
about by both the losses and the profits of acreage speculation. In many 
communities, some of the wealthiest and most prominent leaders upon 
whom the welfare of the whole community depended have been bank- 
rupted by acreage speculation. Sellers to speculators have been dis- 
appointed in failing to receive expected and contractual incomes and 
have in turn been compelled to default upon obligations they had under- 
taken. Thus the economic relations in the entire community have suffered. 

It is difficult to discover any economic function which this kind of 
speculation performs. It cannot be defended on the same grounds as 
can speculation in the usual forms. It does not serve as a regulator 
of the market, and but partially to transfer risk to a professional class 
of risk bearers.® In fact, much of the risk involved is actually created 
by the speculators. In a sense, therefore, it is more nearly comparable 
to gambling than to the usual forms of speculation.* There appears to 

*Cf., Allan H. Willett, “The Economic Theory of Risk and Insurance,” Columbia 


Studies in History, Economics and Public Law (New York, 1901), Vol. XIV, No. 2, 
Sogn oe Charles O. Hardy, Risk and Risk Bearing (Chicago, 1931), Chaps. IV, 

» anc . 

*The owner of acreage, of course, has to carry some risk of a decline in price. 
But he is presumably utilizing the land until acreage speculation begins. His risk, 
therefore, lies in the possibility that he may not sell at as high a price to a sub- 
divider as he can secure from acreage speculators. When the latter purchase the 
acreage, the price they demand is increased, the land is thrown out of a productive 
use, and the whole price they pay is based upon a speculative hope for further ad- 
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be no necessity for the intervention of acreage speculators between origi. 
nal owners and subdividers. They insinuate themselves into the situatio, 
and sit and wait for profits. When profits are realized, they are paij 
for their risk by higher prices that final users of the land must pay, 
If any economic function can be claimed for them, it consists of th 
very feeble one of assembling larger tracts than might otherwise be avail. 
able. On the whole, therefore, this type of speculation in suburban land 
is to be condemned as socially undesirable. 

The activities of the subdivider are of two distinct types: in the first 
place, he may be compared to a manufacturer whose raw material is acre. 
age and whose finished product is the urban site ready for use; in the 
second place, he is a merchant who must sell his wares to the general 
public. The degree of risk involved in these activities depends very largely 
upon his methods of operation. In practice, two distinct methods are 
found. These methods suggest the classification of subdividers into two 
groups, one of which subdivides primarily to supply a need for new and 
additional building sites, the other for a market in which the new sites 
can be sold not for use but for speculation (called “investment”). The 
one who subdivides for use finds his market among those who propose 
to build a house or a business building promptly; the one who subdivides 
for a market sells to everyone who can be persuaded to speculate. 

Some of the most notable achievements in community planning and 
building of recent decades have been accomplished by subdividers who 
were attempting to supply a need. Among these achievements the Coun- 
try Club District of Kansas City, built by J. C. Nichols, and Roland 
Park, Baltimore, may be mentioned. This type of operation does 
involve risk, but in it risk is reduced to a minimum. The greatest hazard 
it encounters is that created by the speculative operator who floods 
the market and paves the way for a subsequent collapse. 

It is this second type of operation that tends to enhance the risk in- 
volved; and to the degree that risk is magnified, the subdividing process 
becomes speculative for all operators. Thus under present methods 
of operation, the whole process is shot through with uncertainty and 
unnecessary risk. As a result, the profits from successful operations 
are swollen and the losses sustained from unsuccessful ventures are dis- 
astrous. The whole process needs, both from the operators’ and the 
public’s point of view, a thorough revision of practices and methods. 
The only purpose of subdividing activities, one would suppose, is to pro- 
vide additional urban sites for use as the urban community grows and 
needs more space. The need for sites, in other words, would appear to 


vance; thus the risk is enhanced. They stand to lose all their investment; the owner 
only to lose the margin between the value of his property for current uses and for 
speculative purposes. 
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be the criterion by which the extent of subdividing activity should be 
gauged, just as the manufacture of automobiles or shoes or any other 
commodity should be gauged by the most intelligent analysis possible of 
the need for the commodity produced. But the wider one’s observation, 
the more certain is bound to be his conclusion that need for urban sites 
for use is never the controlling consideration with most subdividers and 
is, in many cases, not even considered. This fact accounts for the spec- 
tacular rises in the activity of the market and for its subsequent col- 
lapse and paralysis. The length of the cycles may be partially accounted 
for by the fact that it takes nearly thirty years to produce a new gen- 
eration, which has to learn by pain and disappointment that while many 
fortunes may have been made through investments in real estate, many 
paupers likewise have arrived at their destination by the same route. 

As a matter of fact, in most urban communities, the number of sub- 
divided lots is nearly twice as great as the number in use; that is, for 
every lot in use, there is another lot vacant. In the Grand Rapids, Michi- 
gan, metropolitan area in 1931, 51,000 lots were in use and 40,000 
vacant."° The percentage of lots vacant has varied since 1909 from 
388 to 45. In terms of population, there were 43 subdivided lots of rec- 
ord, per hundred inhabitants, and 24 per hundred in use. In Chicago, 
in 1928, there were 1,227,000 lots of record and only 668,000 in use.” 
In Detroit, in 1926, there were about 25 per hundred in use and 75 
per hundred of record. In Cleveland, in 1926, there were 30 lots of rec- 
ord per hundred population, and probably not more than 20 per hun- 
dred in use. In Milwaukee, in 1927, there were 86 lots of record per 
hundred population, and probably not more than 23 per hundred in 
use. Finally, in Birmingham, Alabama, in 1927, there were 44 lots of 
record per hundred population, with probably 25 in use. 

It may be assumed that the principal source of the need for new 
lots is population increase, but when the total number of lots subdivided 
in any large urban community between 1920 and 1930 is expressed 
in terms of increase in population during the decade, the absurd heights 
to which speculation led subdividers becomes apparent. Thus, in the De- 
troit area, from 1920 to 1930, the increase in population was 843,586, 
or 70 per cent; in lots subdivided, 622,493, or 100 per cent; or for every 
one hundred newcomers to Detroit about 74 lots were prepared. In Cleve- 
land, from 1920 to 1980, over 112,000 lots were platted, an increase of 
43 per cent. Population increased by 258,000, or 28 per cent; platting 
activity, therefore, added 43 new lots for every increase of one hun- 
dred persons. In the Chicago area, population increased from 1920 to 
1928 by about 700,000, or 26 per cent; lots platted increased from 


_ “Ernest M. Fisher and Raymond F. Smith, “Land Subdividing and the Rate of 
U tilization,” Michigan Business Studies, Vol. 1V, No. 5. 
“Simpson and Burton, op. cit., p. 14. 
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1920 to 1926 by 448,000, or 84 per cent; and 64 new lots were ayaj. 
able for every one hundred new inhabitants. In Grand Rapids, during 
the decade 1920 to 1930, the number of lots increased by over 34,00 
or 60 per cent, while population was gaining 52,000, or 38 per cent. 
and 65 new lots were available for every one hundred newcomers, But, 
actually, one hundred newcomers to Grand Rapids during the deca 
used, on the average, only 24 lots. If utilization proceeded in Granj 
Rapids at the unprecedentedly rapid pace established during the decade 
it would be over twenty years before the present lots were used; and jf 
utilization proceeds at the same pace at which it has proceeded sing 
1909, some thirty-five years will be required to bring the lots into use, 
Professor Simpson estimates’* that even by 1960, population growth 
will have required the utilization of only 90 per cent of the lots now avail. 
able in the Chicago area. In short, subdividing anticipates utilization by 
some thirty years, and the speculative subdivider sells his product for 
speculation. This fact makes his business exceedingly hazardous. Fo; 
when the speculative frenzy dies, it takes a generation for the market to 
“come back.” 

The process by which sales are made is too familiar to need descrip- 
tion. It is one in which high pressure salesmanship, cheap ballyhoo, and 
extravagant claims all play their part.’* The psychological character- 
istics of the market are typical of all speculative markets. The ques- 
tions of use and value are entirely forgotten, and prospective purchasers 
are frequently “guaranteed” by glib and conscienceless salesmen that 
they can resell their properties within a few weeks, or months at most, 
at advances in price. Elaborate sales arguments are built up around 
statistics of city growth and especially the increases in value that have 
come to strategically located “alias sites. The inference is that all 
urban land increases in value and the purchaser has only to wait until 
the inside residential lot, remote though it may be from transportation 
and other factors that might enhance its value, and although it is one 
in hundreds that are almost identical to it, will also sell for thousands 
when he has paid only hundreds. 

In blind obedience to the speculative impulse, literally thousands of 
the middle classes and of the laboring classes succumb to these argu- 
ments and purchase. Thus in nearly every urban community, between 
1920 and 1926, thousands of these classes bought lots, paid 10 per 


cent down, and mortgaged their earnings for about ten years to pay the 
% Herbert D. Simpson and John E. Burton, “The Valuation of Vacant Land in 
Suburban Areas,” Institute for _Economic Research, Studies in Publie Finance, Re- 
search Monograph No. 2 (Chicago, 1931), p. 20 ff. 
% For a description of some of the more reprehensible practices see H. Morton 
Bodfish, “The Free Lot Subdivider: His Method of Operation and the Available 
Methods of Control,” Journal of Land and Public Utility Economics, Vol. V, No. ? 


(May, 1929), p. 187. 
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“deferred balance” with interest and taxes. In one case, which may 
be taken as typical, over 75 per cent of the residential lots in a large 
subdivision were sold to people who were not even residents of the county 
in which the subdivision lay. Residential lots in the suburban area of 
Detroit were then sold in all the states in the Great Lakes region, and 
as far south as Georgia. Washerwomen and Ford factory workers, school 
teachers and professional men were all proud to be counted as owners 
of Detroit real estate. Likewise, suburban lots in Chicago were sold 
‘hroughout the Middle West, and those cities which were not exploited 
so widely enjoyed a big domestic boom in which nearly every family in 
their borders staked its hopes of prosperity and fortune upon vacant 
lots. And even as late as 1931, it was reliably reported that in a commu- 
nity of 80,000, a suburb of Detroit, over $100,000 worth of vacant lots 
in Windsor, Canada, across the river from Detroit, were sold in less than 
three months. 

As soon as the speculative subdivider has secured contracts for the 
purchase of the major portion of the lots in a subdivision, he purchases 
another piece of acreage, and repeats the process of platting and selling. 
He thus places himself in the remarkable position of openly competing 
with his own customers. He has the advantage of his customers, however, 
in two ways. First, he dominates the market. His salesmen and his ad- 
vertising seek out every potential buyer of a vacant lot. They call upon 
builders, they canvass all the names in the telephone books and even ring 
doorbells so as to make their canvass complete. It is, thus, by almost 
a miracle that any purchaser in a previous subdivision finds a bona fide 
purchaser for his lot that was so “sure to increase in value.” But so 
long as the big subdivision across the street or farther down the road 
is selling out, even at advanced prices, he is not likely to get restive. He 
has comparatively little invested as yet anyhow. But all the time he is 
paying on his land contract to the subdivider. Thus we find the sec- 
ond advantage of the subdivider in the speculative market: he not only 
competes with his own purchasers, but he actually gets them to finance 
his speculative competition. 

But eventually something happens. The market becomes surfeited ; 
a catastrophe visits the community or the whole nation; the speculative 
fever subsides; purchasers for profit become more and more restive 
and anxious to realize their profits; and the market collapses. With it 
the whole structure of credit involved in the operations becomes under- 
mined and falls. Then usually the subdivider is trapped as well as his 
customers. For he has proceeded to larger and larger operations on 
narrower and narrower margins. His collections on early contracts fall 
off and he becomes unable to meet maturing obligations. Thousands of 
the unsubstantial and “fly-by-night” operators, who consistently follow 
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the speculative market from city to city and from state to state, dy. 
appear. Lots by the thousands are offered for the balance due on th 
contract, and there are no takers. Taxes, in the meantime, have risen 
to meet the costs of governing the vast stretches which have been “gp. 
nexed” to cities and municipalities, and tax delinquencies appear. In som 
communities, land contracts have been used as collateral to bond issyg 
that were sold to the public. Over 60 per cent of such issues in one large 
city area have defaulted, while tax delinquencies have occurred on 
much as 47 per cent of the entire area of one of the municipalities jy 
the vicinity of one of our largest cities. The savings of the thousand 
who speculated have thus been wiped out. Capital expended in the jp. 
stallation of streets, sidewalks, and public utilities lies idle and is rapidly 
disappearing, while only the miles of decaying sidewalks and reeling 
lamp posts remain to bear mute testimony to the speculative folly of 
both subdivider and “investor.” 

The social losses involved in this process arise from several sources; 
the first is the loss of the services of the land; second, the loss of the 
time and labor of the subdivider and his whole crew; third, the loss of 
capital invested in “improvements” which will either yield a very in- 
significant return of services to scattered or isolated families or wil 
entirely disappear; and fourth, the losses due to dislocation of economic 
relations in the community. No quantitative measure of these losses js 
available. It may be assumed, however, that they are probably not less 
than the amount invested in vacant lots. This amount has been esti- 
mated in two communities. A very conservative estimate for the city of 
Grand Rapids places the amount at $26,000,000, enough to pay the 
entire tax bill of the community for over three years, or to pay off all 
the bonded indebtedness of all governmental units in the area with 
more than $5,000,000 left over. It represents over $150 per inhabitant 
of the metropolitan area in 1930. And it should be added that Grand 
Rapids is by no means a “horrible example.” The situation there prob 
ably represents rather the typical than the worst in the country. In Los 
Angeles, Riggelman and Eberle estimated in 1924 that 156,557 lots 
were vacant. The estimated value of these lots, based upon an ad)just- 
ment of assessed valuations, was $1,100,000,000. They further esti- 
mate the annual cost of carrying these lots at $100,000,000.** 

It is obvious that any such drain upon the financial resources of 4 
community as is indicated in these communities represents the diversion 
of a significant amount of capital to a nonproductive purpose. This 
diversion in turn probably affects the interest rates which productive 
enterprises must pay. The result may be an interest rate so high a 
to prove a handicap to industry and production in general. 


See Riggleman and Frisbee, Business Statistics (New York, 19382), pp. 489, 41 
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In one instance a city was obliged to spend over $19,000,000 in con- 
structing a sanitary sewer to serve outlying subdivisions, sparsely set- 


risen HMMtled, and scattered over a wide area. This was probably at least twice 
“an. Bsc sum that would have been necessary to serve the same number of 
Some HE people if they had been located more closely together. Similar wastes oc- 
1SSues cur in connection with the provision of miles on miles of water mains, 


larg: HMM sidewalks, and pavements for isolated units. 
ON a In many respects, however, the heaviest loss to the community comes 
les jp from the disruption of economic relations. The influence of subdivision 
sands [activities on the general credit situation in a community is both far- 
ne in: [BB reaching and profound. When the market and values upon which credit 
pidly HBP is based collapse, the repercussion must be severely felt upon the whole 
eeling economic life of the community. Further, the wide distribution of losses 
ly of HB causes them to fall, in probably a majority of cases, upon those who 
are least able to bear them. It is the laborer and the skilled artisan, 
irces; the widow, and the white-collared class who suffer most in these fiascos. 


f the They are told that land is the safest form of investment, that it cannot 
88 of HN be destroyed, stolen, or moved away, and that it always enhances in 


y in- HP value. Since the majority of these classes are uninformed of the facts 
r will in the situation, they are easily imposed upon. The resulting losses to 
omic J them and to the community because of the disruption of economic rela- 
38 is tionships would be difficult to exaggerate. That the whole process plays 
t less SP an important part in the business and economic welfare of the community 
esti- appears to need no argument. 
ty of In view of this fact, it may be desirable to examine some of the pro- 
y the posals for social control that would tend to curb the excesses and secure 
ff all a better adjustment of subdividing activities to the needs of the com- 
with munity for additional urban sites. 
itant The most direct method of control would consist of public purchase 
rand and ownership of the acreage in the penumbra. This method has been 
orob- successfully used in Stockholm, Berlin, Cologne, Frankfurt on the Main, 
1 Los and other German cities. It gives the municipality or other public body 
lots practically absolute control when ownership is extended to enough of 
just- the land in the penumbra to give the public authority a virtual monopoly 
esti- of acreage. When ownership is coupled with the use of such an instru- 
ment of tenure as the long-term lease, the control is perpetuated. This 
of 4 method of control, however, is foreign to American custom, political 
rsion and legal thought. It is difficult to imagine its ever being widely au- 
This thorized or adopted. 
ctive The second method of control suggested consists of enacting legisla- 
h as tion which is based upon the assumption that subdividing activities are 


vested with a public interest and which will require those who propose 
to subdivide to secure from a public administrative body a certificate 


, 41 of public convenience and necessity before proceeding.*® Much of the 


the 
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data necessary to enable such a body to adminster this sort of law eff. ] 
tively and fairly is available. In city planning commissions and othe 
similar administra itive authorities the machinery for administration jy 
provided. The attitude of many of the higher courts expressed in deg. 
sions in city planning and zoning cases indicates that these courts migh; 
be friendly toward such legislation if conservatively drawn and int}. 
gently and tactfully defended before the courts. But there are man 
problems of both economics and law that have to be carefully examined 
before such legislation could be properly drawn. It is doubtful aly 
whether state legislatures would be friendly toward so radical a depar. 
ture. The present, however, is an exceedingly favorable time to present 
such a proposal. It remains to be seen whether any such legislation yj] 
be prepared. 

These two proposals are aimed directly at the heart of the problen; 


namely, control of the quantity of land subdivided. Some other pro- no! 
posals designed to modify the situation somewhat have been made epc 
Among these are: (1) The proposal that subdividers be required to in. ing 
stall the necessary public improvements in all plats subdivided, or to Him | 
post a bond guaranteeing such installation, before the lots are offered lat 
for sale to the public. This proposal is intended to eliminate the ir pa 
responsible and fraudulent operator who promises everything and de hu 
livers only staked lots. (2) The proposal that before a subdivider be per- 21 
mitted to offer lots for sale, he must prove ownership of the property JN"! 
free and clear, or he must be joined in all contracts for deed by parties Hy 
who have any prior liens or interests in the property. This proposal 
has the same intent as the previous one, and, in addition, the intent of er 
preventing contract purchasers from losing their equities by default of fie 
the subdivider on underlying obligations. na 
Something certainly could be accomplished by the collection and dis- of 
semination of information regarding the situation as it exists in various th 
communities. Such data as have been collected have demonstrated that ha 
discrepancies between the total number of sites subdivided and the needs di 
due to population growth can be discerned early in the boom period. to 
If these data could be interpreted to the public as a whole, they would fr 
doubtless serve to temper the enthusiasm of speculative buyers. The difi- - 
culty in the use of this method lies in the problem of getting the me - 
terial before the public and sufficiently interpreting it to enable them y 
to discount the representations of sales agents. . 
That some form of social control is desirable does not need to be P 
argued. It is fervently to be hoped that the last of the great waves of . 
speculation in suburban lands may have been seen. te 
* See Coleman Woodbury, “Some Suggested Changes in the Control of Urban Land 
Development,” Journal of Public Utility Economics, Vol. V, No. 8 (August, 192%). u 


effer. 
1 other 
ition 
in dec}. 
Might 
intel} 
Many 
amined 
al also 
depar. 


on 


oblem; 
I pro- 
made. 
to in- 
or to 
offered 
the ir- 
nd de- 
per- 
yperty 
arties 
posal 
ent of 
ult of 


id dis- 
arious 
1 that 
needs 
eriod. 
would 
e diff 
e ma- 
them 


to be 


ves of 


Land 
1929). 


REAL ESTATE SPECULATION AND THE DEPRESSION 
By Hersert D. 


Institute for Economic Research 
Northwestern University 


A wise prophet observed many years ago that “when the blind lead 
the blind, both fall into the ditch”—a maxim which accurately describes 
our situation in both business and government today. In this respect 
the real estate field is no exception, unless it be in the extent of its mis- 
haps and the number of people affected by them. It behooves us, there- 
fore, to give some serious thought to the manner in which we have ar- 
rived in our present unhappy situation. 

This situation, to tell the truth, is not entirely a novel one. The eco- 
nomic history of this country is colorful with recurring speculative 
epochs and episodes, growing out of varying conditions and with vary- 
ing effects upon our economic structure and welfare. We have had periods 
of gigantic speculation in western lands ; periods of oil and mining specu- 
lation; periods of bank speculation; and of railroad speculation. In the 
past fifteen years we have had two distinct speculative movements of 
huge magnitude: the agricultural boom and collapse in the period 1916- 
21, and the urban boom and collapse in the period 1921-30, interspersed 
with the Florida episode and other outbreaks of organized crime in vari- 
ous parts of the country. 

Our latest speculative movement differs from all previous speculative 
eras in the United States in the fact that it has been distinctly an urban 
field of speculation, based primarily upon one specific phenomenon; 
namely, the growth of urban population and wealth. The rural sections 
of the country have been in a state of depression throughout most of 
this period, and the very cities in which active real estate speculation 
has been carried on have been surrounded by rural populations in acute 
distress. The agricultural depression in reality contributed substantially 
to the urban inflation by forcing the movement of millions of people 
from the farms and small towns to swell the population of the larger 
cities. Furthermore the low prices of agricultural products increased the 
margins of real wages and profits in urban industries and resulted in the 
shift of a larger segment of the national income from rural to urban 
centers. In short, the agricultural depression had the effect of shifting 
population, income, and wealth to the cities, in addition to the numerous 
other factors contributing to the urban growth of this period. Al- 
together the urban population of the United States increased fourteen 
and a half million in the decade 1920-80. This spectacular growth of 
urban population and wealth provided the basis for a period of sen- 
sational real estate speculation. 
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The extent of this urban speculation Professor Fisher has indicate, 
I may contribute one further illustration. In Cook County, outside of 
Chicago, we had, in 1928, 151,000 improved lots and 385,000 vacan 
On the basis of our Regional Plan Commission’s estimates of futur 
poplation increase, it will take until 1960 to absorb the vacant lots 4). 
ready subdivided in 1928. In fact, on the basis of these computation; 
we shall still have 25,000 of these vacant lots for sale in the summer 
of 1960. In one township, Niles Township, we have a population of 
9,000, and enough vacant lots for a population of 190,000. 

But the facts are sufficiently well known; and throughout the re 
mainder of this paper we will confine our comment to (a) the results 
of this speculation, (b) the conditions which led to its excesses, anj 
(c) the possible means of preventing its repetition. 

What has been the impact of all this upon our business and financial 
organization? 

Its first impact has fallen upon the very heart of our financial or. 
ganization; namely, the banks and financial institutions. We have no 
fully developed system of real estate mortgage banking, under legal 
auspices and supervision, and that is a part of the story; but all the 
financial resources of existing banking and financial institutions were 
utilized to the full in financing this speculative movement. The insur- 
ance companies bought what were considered the choicer mortgages; 
conservative banks loaned freely on real estate mortgages; and less 
conservative banks and financial houses loaned on almost everything 
else that represented real estate in any form. 

A particularly ominous development was the expansion of the banking 
system itself for the specific purpose of financing real estate promotion 
and development. Real estate interests dominated the policies of many 
banks, and thousands of new banks were organized and chartered for 
the specific purpose of providing the credit facilities for proposed real 
estate promotions. The greater proportion of these were state banks 
and trust companies, many of them located in the outlying sections 
of the larger cities or in suburban regions not fully occupied by older 
and more established banking institutions. In the extent to which their 
deposits and resources were devoted to the exploitation of real estate 
promotions being carried on by controlling or associated interests, these 
banks commonly stopped short of nothing but the criminal law—and 
sometimes not short of that. 

In addition to this dangerous alliance of banking and real estate 
promotion, a third and more ulterior element was often included in the 
combination, that of local government officials and political groups. 
The purpose of this combination was sometimes to facilitate securing 
a charter, sometimes to secure the deposit of public funds, at other 
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times to insure favorable treatment in tax matters and to exploit the 
projection of streets and highways and other public improvements. A 
fourth element frequently found in these banking institutions was rep- 
resented by the contractors’ and construction groups, whose interests 
are obvious; and a fifth element was frequently made up of local public 
utility interests, who were able to combine the extension of surface and 
rapid transit lines with large real estate promotions. 

Now, when it is recalled that these were not mortgage banks, organ- 
ized on principles of long-term financing, investing their own capital 
funds, and free from deposit liabilities, but that they ordinarily pur- 
ported to be commercial banks, engaged in accumulating and carrying 
large deposits, and that their operations were financed largely through 
the funds of their depositors, it will be realized in what a highly over- 
extended position this segment of our banking system was placed. 

Eventually we reached a point where most of the city and outlying 
banks of the country were loaded with real estate loans or real estate 
liabilities of some sort. Not all of these loans were speculative; many 
of them were intrinsically sound and conservative. But a large, probably 
a major, portion of this loan structure depended for its solvency upon 
a continuation of the rate of absorption and turnover which had char- 
acterized the real estate market, and on a continued advance of real 
estate values. When the rate of absorption halted and the price move- 
ment stopped, one of the largest categories of bank collateral in the 
country went stale, and the banks found themselves loaded with frozen 
assets, which we have been trying ever since to thaw out. 

It will be conceded that our knowledge of the amount, proportions, 
and character of real estate liabilities carried by all the banks of the 
country in 1929 is far from exact. We do not have all the facts and 
figures, and in the nature of things probably will never have them. 
But it would seem that we can safely say this much: that real estate, 
real estate securities, and real estate affiliations in some form have been 
the largest single factor in the failure of the 4,800 banks that have 
closed their doors during the past three years and in the “frozen” con- 
dition of a large proportion of the banks whose doors are still open; 
and that as the facts of our banking history of the past three years 
come to light more and more, it becomes increasingly apparent that our 
banking collapse during the present depression has been largely a real 
estate collapse. 

Throughout this period there was another form of real estate specu- 
lation, not commonly classified as such, but one that has had disastrous 
consequences. ‘This was the real estate “speculation” carried on by mu- 
nicipal governments, in the sense of basing approximately 80 per cent 
of their revenues upon real estate and then proceeding to erect a struc- 
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ture of public expenditure and public debt whose security depends 
largely on a continuance of the rate of profits and appreciation that 
had characterized the period from 1922-29. 

During this period of prosperity real estate taxes were paid wit, 
little complaint. As a matter of fact, they were paid to a large exten} 
neither out of capital nor earnings, but out of increment. Under thes 
conditions, public expenditures expanded and taxes were increased with- 
out protest; and public officials exploited the real estate groups 4 
systematically and thoroughly as the real estate groups had exploited 
the rest of the public. The result was a structure of public expendituy 
which it has been difficult to curtail, and a volume of indebtedness whox 
solvency is now seriously jeopardized on a large scale. 


The most conspicuous example of wholesale governmental speculatioy K 
in real estate was that of Florida; but striking examples of the same MMB ana 
thing are afforded by the financial difficulties of Chicago and other cities are 
In Chicago, it is true, there were some special circumstances; there are J the 
always special circumstances in the neighborhood of a shaky structure HAM circ 
But the essential elements in our financial difficulties in Chicago are an HM disi 
extreme concentration of tax burdens on real estate and a volume of HN mec 
expenditure and indebtedness which assumed a continuation of real pla 
estate profits and appreciation. Hundreds of other cities and local gor- but 
ernments in the United States are now in default or on the verge of to 
insolvency for substantially the same reasons. The impairment or col- one 
lapse of their finances and credit has seriously impaired the credit situa- Hi the 
tion in their various communities. ] 

The final impact of deflation and loss in any field of industry falls clie 
upon the purchasing power of the individuals and groups directly and suf 
indirectly dependent upon this industry; and so the final impact of the HM shr 
successive inflation and deflation of real estate has fallen upon the ind- i fin: 
vidual owners of real estate. In this case, it has somewhat special sig- HR me 
nificance on account of the wide distribution of real estate ownership. wh 
Indeed, one of the results of the speculative activity itself was to broaden an 
the distribution of real estate ownership in this country. The wide dis- | 
tribution of losses meant a violent contraction of established purchasing the 
habits, with disastrous results in retail and wholesale commercial char- pr 
nels. my 

In consequence of these various impacts of the real estate inflation Hi un 
and deflation we find ourselves in a depression, in which, while real estate ty 
is only one among many factors, it is nevertheless a major factor, and it 
one whose ramifications and influence in the situation assume larger ha 
proportions, as the underlying facts of the depression come more and th 
more to light. And the writer hazards the conjecture that when the his- ha 


tory of the past decade is finally written in economic terms, it will be 
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ended 
that 


apparent that our spectacular urban expansion, with the reckless specu- 
jation based upon it, has been one of the dominant aspects of the whole 
somewhat bizarre period. 

And while speaking of the character of this speculation it will not 
extent [he amiss to offer some comment upon the factors which contributed to 
these excesses and its ulterior aspects. 
| with- One of these is the fact that much of the real estate business of the 
Ips as MM past few years has been more a merchandising business than a field 
dloited HAM of speculation; and it is a mistake to confuse the two things. It is the 
diture writers conviction that the unfortunate conditions in the real estate 
Whose field today are due quite as much to vicious merchandising methods as 

to unwise speculation. 


1 with 


lation Real estate merchandising performs certain highly useful services, 
» Same analogous to the functions of the middleman in other fields. But there 
cities, are certain fields of merchandising which, on account of the nature of 
re are Me the commodity handled, the character of those engaged in it, or other 
cture. HB circumstances, have developed particularly vicious methods of merchan- 


are an HMB dising. One of these, for example, is the field of patent medicines and 
me of Mi medical quackery; and another is real estate. In both fields the ex- 
f real MP planation lies, in part, in the nature of the commodity. No one knows 
| gov- B® but that a certain combination of roots and rattlesnake oil may happen 
ge of to contain the particular ingredient that will relieve his pain; and no 
r col- i one knows but that a particular lot out in the sticks may happen to be 
situa- HB the center of a future suburb. 

In both fields, the explanation lies in part also in the nature of the 
y falls HMM clientele appealed to. The medical fakir appeals to the large body of 
y and MM suffering humanity in need of relief; the real estate fakir appeals with 


of the HM shrewd salesman’s instinct to those large classes who cannot anticipate 
> indi: HM financial security unless through the medium of some fortunate invest- 
ul sig- HR ment of the small surplus they can command. This is illustrated by the 
rship. HM wholesale victimizing of teachers, preachers, salaried people, women, 
oaden HM and people of small means in general. 
le dis- And in both fields the explanation lies, further, in the character of 
jasing JM those who engage in them. I have known medical quacks, and at the 
chan- present time I have the honor of including some real estate quacks among 
my personal acquaintances. Of the two, the real estate fakir is the more 
lation unscrupulous type, quite frequently the racketeering, crooked-politician 
estate type. If anyone is inclined to think this overdrawn, concrete evidence of 
and it is afforded by the notorious extent to which successful racketeers 
argel have gone into real estate, as a field of respectable business into which 
e . we can graduate with the least readjustment of previous business 
e his- habits, 


‘ll be The truth is that much of the real estate activity of the past few 
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years has been as devoid of speculation as anything could be, 40 {, 
as the promoters and operators were concerned. The operator yj 
drove his stakes in the swamp and moved his electric light posts from o 
temporary subdivision to another had no intention of speculating, 
least not in his own properties. He was merely a peddler, relying 
highly developed merchandising methods to dispose of his warés quick! 
and move on to the next countryside. Many real estate and buildiy 


promotions did not represent even devices for selling real estate pr ar 
marily, but for merchandising various types of securities, for selling ing in 
materials and equipment, for marketing contractors’ supplies and serv. that « 
ices, and for still more remote emoluments. saul 

To call this “speculation” and ascribe its unhappy results merd - 
to “excessive speculation” is applying a conventional terminology tall cal 
a situation which it no longer describes. When a real estate concer It 
a reputable bank, and the city officials of a local municipality all con justif 


spire together to have a large order of sewer pipe (intended for the 
regular city streets) hauled out and spilled along the streets of a ne 
subdivision, left there over the week-end to give an appearance of in 
mediate activity, and then gathered up by the city trucks and hauled 
back to its original destination—that is not real estate speculation. And 
when the bank subsequently finds itself loaded with “frozen assets,” ta 
ascribe its difficulties merely to “excessive speculation” is a misplaced 
euphemism. The writer has thus far felt obliged to use the conventions 
terminology, but takes this occasion to point out that much that was 
called speculation in the period we are discussing was actually some 
thing very remote from speculation. 

In the second place, the real estate business has for years been con 
ducted in more complete detachment from any relation to the facts 
that underlie it than any major line of business or industry of which 
the writer has knowledge. Much of it has had no discoverable relation t 
facts. Yet facts of the type to which Professor Fisher has referred 
and scores of other equally pertinent and concrete facts could have been 
known at the time that policies were being determined, if real estate 


operators had cared for facts or cared to base their policies on them le 
Their refusal to ascertain or to face the facts was one of the factors o¢ ,, 
that made collapse inevitable. as il 

The more important question now is whether anything can be done of , 
to prevent a recurrence of this whole episode in our next period of , «, 
prosperity; or shall we, like the popular character in the play, merely coy; 
make the most of the depression while it lasts, resigned to the prospecUl tico, 
of an inevitable return of prosperity, when we shall have the whole thing 4. ; 


to go through again? 
In the first place, it may be observed that there is nothing in all this 
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nfortunate development to indicate that there is not still a field for 
he useful functions of speculation in land and real estate, as in other 
elds of legitimate speculation. Speculation widens the market, increases 
he salability and fluidity of real estate, broadens the distribution of 
property, and frequently provides somewhat specialized resources for 
arrying the peculiar risks of land ownership and utilization. Especially 
in a country like the United States with its vast area and resources, its 
broad movements of population and industry, and its rapidly chang- 
ing industrial structure, there is need for all the speculative capacity 
that can be developed for discerning these movements beforehand and 
providing facilities for their orderly development. And in many periods 
in our past history courageous and intelligent speculation in land and 
real estate has played a strategic part in shaping our economic progress. 

It is not necessary to go to extremes; we need not feel obliged to 
justify every form of speculation in land or hunt for far-fetched grounds 
on which to justify legitimate speculation. We need not agree, for in- 
& NeW stance, with a writer in the Atlantic Monthly a decade ago that had it 
not been for unrestricted land speculation in the West, the buffalo would 
still be roaming the Mississippi Valley and chewing their cuds in the 
1. Andi outskirts of Chicago. There are subdivisions on the outskirts of Chicago 
today, which, if they could be utilized for a good “buffalo wallow,” would 
be contributing a higher service than any they are now rendering. And 
we need not take alarm, with another distinguished American economist, 
lest the adoption of a tax on site value might make it necessary to re- 
peal the tax on oleomargerine, “imposed primarily to insure the purity 
of butter.”” Speaking from the rural background of our own early years, 
ve are too keenly aware that the purity of butter depends on many other 
things than either taxes or speculation. But while avoiding all such ex- 
tremes, it is still true that there is an important field for intelligent real 
estate speculation; and our problem is, if possible, to preserve this field 
while avoiding the disastrous results of our recent episode. To this end 
we shall enumerate four general lines of possible action, all of which grow 
directly out of the facts and conditions already described. 

In the field of subdivision development, particularly on the periphery 
of our larger cities, we have reached an intolerable situation. Subdivision, 
as it has been practiced in the past, has destroyed thousands of acres 
of valuable agricultural land and has surrounded our larger cities with 
a “no-man’s land” of devastation and desolation. I am unable to dis- 
cover any element in the real estate business, as now organized and prac- 
ticed, that promises to prevent a repetition of past experience as soon 
as normal times return. I am coming to the conviction reluctantly that 
ve are going to be compelled to subject this field of activity to positive 
public regulation in the form of requiring a certificate of public neces- 
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sity and convenience before a new subdivision can be developed, yith, 
requirements insuring specified standards of lay-out, transportation fj. 
cilities, public utility services, and the financial responsibility of the cop. 
pany undertaking the development. The one consideration that woul 
still make me hesitate is the character of our municipal governments, 
upon whom in most cases this regulative authority would have to 
conferred. If our city governments in the next decade, as they hay 
been in the past, are going to be turned over to our “Big Bills” an 
“Dapper Jimmies” and their numerous associates it is worse than futik 
to talk of conferring any additional powers upon them. In that case, 
we are between the Devil and the sea and it is useless to try to choox 
between them. But if we should be able, by the grace of God, to pul 
our municipal governments out of the slough of incompetence and cor. 
ruption into which many of them have fallen, one of their worth-while 
functions may well be the supervision of their own planning and develop. 
ment. 

The collapse of our banking system under the weight of real estate 
financing was due in part to the inflated character of real estate se 
curities; but it was due in part also to the character of the banking 
system. We were trying to finance a real estate movement through the 
agency of a commercial banking system. The results have demonstrated 
anew the need for a fully developed system of mortgage banking, sub- 
ject to the same type of control and supervision as our national bank 
system. Feeble and somewhat muddled steps have been taken in that 
direction in the form of the Federal Land Banks, Joint Stock Land 
Banks, and our Home Loan Banks; but certainly our experience in the 
field of real estate financing for the past decade demonstrates the urgent 
need for a fully developed system of mortgage banking under government 
control and supervision. 

The financial difficulties of local governments in consequence of both 
the inflation and deflation of real estate values demonstrates strikingly 
the unwisdom of a revenue system concentrated so heavily upon real 
estate, or upon any other one commodity. A tax system that rested 
on a broader base, that drew its revenues from a greater number of cate 
gories of tax-paying ability, would have weathered the period of ad- 
versity with less wreckage to itself and less demoralizing effects on pri- 
vate credit and investment. 

In the fourth place, something can be accomplished by the concentra- 
tion of more scientific study upon the field of urban economics. When 
speculation dealt with western lands, oil and mining exploitation, rail 
road promotion, and similar fields, there may have been little field for 
scientific study. Fortunately the urban field of real estate speculation 
is one in which there are wide areas capable of scientific exploration. 
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Such problems as population trends, influence of the agricultural situa- 
tion, geographical movements of industry, population densities, absorp- 
tion rates, housing and residential trends, building height and traffic 
problems, obsolescence, taxes and special assessments, and influence of 
public improvements on land values are all capable of scientific explora- 
tion. And while in none of these fields will the facts alone afford an 
answer, a real estate business based on recognition of these facts will 
be a very different thing from most of the real estate business of the 
past decade. 

Now, none of these things, nor all of them put together, will prevent 
speculative excesses from time to time. But if during the past decade 
we had had even a half-way intelligent public regulation of subdivision 
development, if we had had a fully developed system of mortgage banks 
under legal supervision, if we had had a tax system that rested to a sub- 
stantial extent upon other categories of ability than real estate ex- 
clusively, and if we had had more intensive research and a wider dis- 
semination of the facts affecting urban growth, it is safe to say that 
one of the major factors in the present depression would have been con- 
siderably minimized. 
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MINUTES OF THE BUSINESS MEETINGS OF THE AMERICay 
ECONOMIC ASSOCIATION, HELD IN CINCINNATI, OHIO, 
DECEMBER 28-80, 1982 


The first business meeting of the American Economic Association was helj 
at 9:00 a.m., December 29, 1932, in the Netherland Plaza Hotel, Cincinnati, 
Ohio, with President Barnett presiding. 

The minutes of the meeting of December 30, 1931, were approved y 
printed in the Proceedings of the Forty-fourth Annual Meeting, pp. 27. 
279. 

The following reports were read and approved: 


(1) The Secretary, Mr. Deibler. (See p. 176.) 

(2) The Treasurer, Mr. Deibler. (See p. 181.) 

(8) The Auditor, Mr. Deibler for Mr. Eric Kohler, of E. L. Kohler anj 
Company. (See p. 182.) 

(4) The Managing Editor, Mr. Dewey. (See p. 187.) 

(5) The Finance Committee, Mr. Deibler for Mr. C. H. Crennan. (See 
189.) 

(6) The Representatives to the Social Science Research Council, Mr. 
Millis. (See p. 190.) 


Professor Joseph H. Willits reported for the Committee on Permanent 
Headquarters as follows: 


Wueneas, The establishment of permanent headquarters jointly with other social 
science groups, such as the American Sociological Society, the American Statistical 
Association, and the American Political Science Association, would offer desirable 
opportunities for formal co-operation on matters of common interest and with the 


Social Science Research Council; and would open the way to important administrative 
advantages, and 

Wuenzeas, The establishment of such a headquarters whether done jointly with 
other societies or alone, would make it possible for the Association to render better 
service to its members in a number of ways—such as by stimulating research, by 
assisting in the preparation of programs, and by rendering other services of a pro- 
fessional character—and 

Wueneas, The establishment of a permanent headquarters might facilitate a con- 
solidation of the duties of the Editor of the Review and of the Secretary of the 
Association; therefore, be it 

Resolved, That the Association reaffirm its decision to establish a permanent 
headquarters, and that the Association take steps to develop the details of such a 
plan, and that the Executive Committee be authorized to — with such a project 


when adequate funds are available, and the problems of personnel can be suitably 
arranged. 


Voted: That the report of the Committee be approved. 

President Barnett appointed Professors H. E. Hoagland of Ohio State 
University, Vanderveer Custis of Northwestern University, and Dr. Meredith 
Givens of the Social Science Research Council, as a Committee on Resolutions. 

Adjourned. 


The second business meeting of the American Economic Association was 
held at 9:00 a.m., December 30, 1932, in the Netherland Plaza Hotel, with 
President Barnett presiding. 

The minutes of the meeting of December 29, 1932, were read and approved. 
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Professor J. F. Ebersole made a report for the Joint Committee on the Sta- 
tistics of Income. After setting forth the organization and activities of the 
Committee (see p. 191), the report presents the following general recom- 
mendations: 


1. That the Association approve in principle the specific recommendations listed 

ow. 

7 That the Association authorize the appointment of a delegation to a new 
Joint Committee, having power to: (a) fill in technical details of present recom- 
mendations; (b) establish and maintain contact, presumably through an agent, with 
federal officers, with a view to securing their co-operation in obtaining adoption of 
the proposed changes; (c) continue the investigations of the present Joint Com- 
mittee, in order to work out further recommendations as needed. 

3. That the Association authorize the Joint Committee to select such an agent as 
implied under 2(b) above, and provide a moderate appropriation for salary and 
traveling expenses of such an agent, or empower the Joint Committee to seek such 
an appropriation on the Association’s behalf from other sources. 


The report was debated and the following action was taken. 

Voted: That (1) the report and recommendations of the Joint Committee be 
adopted; (2) the present representatives of this Association on the Joint Com- 
mittee be continued; (8) the Executive Committee of this Association be 
authorized to appropriate funds, in their discretion, for the continuance of the 
work of the committee members from this Association until and unless the 
Committee should be able to obtain funds elsewhere; and (4) the Joint Com- 
mittee be asked to make a special canvass of the technical accounting aspects 
involved in a change of the form of return and of the suggestions that may be 
made by the federal bureaus interested in executing the final plan or program. 

The following report from the Encyclopaedia of the Social Sciences was 
submitted by Professor E. R. A. Seligman: 


During the year 1932 Volumes VII and VIII of the Encyclopaedia have appeared, 
and Volume IX will have appeared before this report is presented. Volume X is almost 
entirely in the printer’s hands and Volumes XI and XII are in a forward state of 
preparation. We expect Volumes XIII, XIV, and XV to appear without fail in 1934. 
The enterprise has cost far more than was anticipated at the outset, and negotia- 
tions are now in progress with the Rockefeller and Carnegie Foundations, the suc- 
cessful outcome of which is confidently expected, and which will render possible, al- 
though with severe sacrifice on our part, the completion of the enterprise. 


Voted: That the report be approved. 
Professor Morris Copeland of the University of Michigan submitted the 
following resolution: 


Wuergas, The nominations of officers of the American Economic Association have 
heretofore been made by the nominating committee, which committee has followed the 
practice of making only one nomination for each position to be filled; and 

Wuereas, The election of officers has heretofore been held at one of the sessions 
of the annual business meeting of the Association, which sessions are commonly 
attended by a small proportion of those in attendance at the non-business sessions 
because of the hour and the number of conflicting engagements, and the electoral 
procedure at which sessions is commonly in the nature of a confirmation of the 
nominating committee’s selections; and 

Wnueneas, Although these procedures have led to many excellent selections in the 
past, they now because of the size and the scattered membership of the Association 
fail to provide adequate and convenient democratic channels for ascertaining the 
preferences of the vast majority of the Association’s members; and 

Wuereas, These procedures fail to stimulate active interest in the affairs of the 
Association on the part of its membership; and 
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Wuenress, Numerous other organizations now employ electoral procedures whig 
are more convenient and democratic and more adequate to the pod of ascertain 
the preferences of the majorities of their electorates and of stimulating organiitin 
interest, witness:—the electoral procedure of the Teachers Insurance and Anny; 
Association of America, the procedures of numerous colleges and universities in th, 
election of alumni trustees, the electoral procedures of the American Psychologicy 
Association, the American Mathematical Association, the American Mathematica] So. 
ciety, etc.; therefore, be it 

Resolved, That we the undersigned members of the Association respectfully peti 
tion you to consider earnestly the advisability of the following: 

(1) That the Secretary and Treasurer, and the Managing Editor of the Americm 
Economic Review, as well as the Counsel, shall be appointed by the Executive Commit. 
tee. 

(2) That for each elective office to be filled the nominating committee shall }. 
instructed to present more than two nominations. 

(3) That the election of elective officers shall be conducted either by (a) a ballet 
to be taken by mail, the ballots and nominations being sent out in the fall with th 
announcements of the annual December meetings, or by (b) a ballot to be take, 
both by mail and at a polling place set up at the Association headquarters at th 
annual meetings. 

(4) That in the election of the elective officers a preferential ballot shall 
employed. 

(5) That, pending the amendment of the by-laws which provide that “the officers of 
the Association, with the exception of Counsel, shall hereafter be elected at the annul 
meeting,” the balloting for elective officers as specified in (8) and (4) above and the 
appointments of the newly appointive officers as specified in (1) above shall he 
regarded technically as a nominating procedure; and that pending the amendment 
of the by-laws the first choice for each elective position to be filled as ascertained 
by such balloting and the choices of the Executive Committee for the newly appointive 
offices shall be presented to one of the sessions of the annual business meeting for 
confirmation as heretofore. 

(6) That the by-laws of the Association shall be amended so as to make possible 
the taking of the final ballot for elective officers either entirely or partly by mail, 
and shall be further amended so as to permit the selection by appointment of the 
officers enumerated as appointive in (1) above. 

(7) That the above six proposals shall be submitted to one of the sessions of the 
annual business meetings at Cincinnati for discussion, and that subsequently and 
early in 1933 these proposals as amended by action taken on them at the annual 
business meeting shall be submitted to a vote by mail of the entire membership of 
the Association. 

[Here were attached the signatures of 127 members, the original copies of 
which are on file in the Secretary’s office—En1ror. ] 


Professor Copeland presented the following motion: 


That the President in consultation with the Executive Committee appoint a con- 
mittee on electoral procedure, consisting of three members. 

That this committee be instructed as follows: 

(1) To put the plan outlined in the petition in form for submission in a referen- 
dum to the Association. 

(2) If it shall see fit, to prepare an alternative plan or plans of procedure for the 
selection of officers for submission in referendum. 

(3) To prepare such exhibit as may be useful to intelligent voting on the referen- 
dum. 

(4) To report early in 1933 to the Executive Committee and that the Executive 
Committee on receipt of such report, shall arrange to conduct a referendum by 
mail. 


After extended debate during which two substitute motions failed by votes 
of 19 to 17 and 20 to 18, the original motion was carried by a vote of 
23 to 14. 

Professor H. E. Hoagland presented the following report for the Commit 
tee on Resolutions: 
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Wueneas, The success of a series of conventions with an elaborate program of 
meetings, such as we have enjoyed during the past few days, depends upon first, an 
enormous amount of preliminary preparation and labor, and second, adequate and effi- 
cient hotel accommodations ; and 

Wuereas, The visiting delegates to the Cincinnati conventions of December 
twenty-eighth to December thirty-first, 1932, desire to make public acknowledgement 
of their indebtedness to those who are primarily responsible for the high standards of 
excellence attained by these conventions; therefore, be it 
~ Resolved, That the Secretary tender to Dr. Francis H. Bird, of the University of 
Cincinnati, chairman of the Committee on Local Arrangements, and to his able asso- 
ciates the warm appreciation and sincere thanks of the officers and members of the 
America Economic Association for their indefatigable labors in preparing for our con- 
vention; and be it further 

Resolved, That, in like manner, an expression of the gratitude of the Association 
be conveyed to our President, to the members of the Program Committee, and of the 
Publicity Committee, for their contributions to the success of this year’s program; and 

e it further 

, Resolved, That we extend to Mr. Warner Sayres, chairman of the Cincinnati Con- 
vention Bureau, our thanks for his efforts to make our visit to his city pleasant and 
comfortable; and be it further 

Resolved, That our thanks be extended also to the management of the Netherland 
Plaza for its friendly co-operation in arranging for the necessary physical facilities 
for our meetings, and to the local press for the generous publicity accorded our 
discussions. 


The resolutions were adopted and the Secretary was instructed to send 
copies in accordance with the instructions contained therein. 

Voted: That the determination of the next place of meeting be referred to 
the Executive Committee with power. 

Professor E. W. Kemmerer reported for the Nominating Committee the 
following list of nominations: 

For President: W. Z. Ripley, Harvard University. 

For Vice-Presidents: H. L. Moore, Columbia University; W. W. Stewart, 
New York City. 

For Secretary-Treasurer: F. S. Deibler, Northwestern University. 

For Members of the Executive Committee: D. A. McCabe, Princeton Uni- 
versity ; Stuart Daggett, University of California. 

For Members of the Editorial Board: A. B. Wolfe, Ohio State University ; 
C. Goodrich, Columbia University. 

For Member of the Program Committee: S. H. Slichter, Harvard Uni- 
versity. 

For Representative to the Social Science Research Council: H. A. Millis, 
University of Chicago. 

There being no additional nominations, the Secretary was instructed to 
cast a ballot, and the nominees were declared duly elected. 

Adjourned. 
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REPORT OF THE SECRETARY OF THE AMERICAN 
ECONOMIC ASSOCIATION FOR THE YEAR 
ENDING DECEMBER 165, 1982 


In order to record all of the activities of the Association for the year just 
closed, I am including the minutes of all meetings of the Executive Com. 
mittee held within the year. 

(1) Minutes of the first meeting of the 1982 Executive Committee; 


The first meeting of the Executive Committee of the American Economic Associa. 
tion for the year 1932 was held in the Cosmos Club, Washington, D.C., March 12 
1932, at 10:00 a.m. There were present: President Barnett, presiding, and Messr, 
Bogart, Deibler, Dewey, Gay, Hammond, Heilman, Ise, Mitchell, Tucker, and Wolmap, 

Voted: To appoint Dr. Edmund E, Day a member of the Joint Census Advisory 
Committee for the term 1932 to 1934. 

Voted: To appoint the President, the Secretary, and one representative to th 
Social Science Research Council as a committee for the purpose of investigating 
in co-operation with the Social Science Research Council, the possibilities of stimv. 
lating and aiding research in the field of economics, and the reporting to the next 
annual meeting of a plan for the accomplishment of this purpose. 

Professor Max Handman was named as a member and chairman of the con 
mittee. 

Mr. R. A. Sawyer, chairman of the Public Documents Committee of the American 
Library Association, requested the opinion of the American Economic Association 
on the question of the change from free distribution of public documents to dis. 
tribution by sale only. 

Voted: That with the information before it, the Executive Committee is not 
prepared to take action recommending the restriction of the present depository system 
and method of distributing public documents. 

Voted: To appoint J. F. Ebersole, Ralph C. Epstein, and Murray Haig members 
of a joint committee with members of the American Statistical Association and the 
American Association of University Instructors in Accounting, for the purpose of 
urging the United States Treasury Department to publish additional statistical dats 
on incomes. 

Voted: To appropriate not to exceed $150 to defray the expenses of this com 
mittee. 

The information was brought to the attention of the Executive Committee that 
some of the other associations were contemplating the establishment of permanent 
headquarters. 

Voted: That the President appoint a committee to consider the possibility of 
common action with other associations in the establishment of permanent headquar- 
ters. 

Voted: That the present Committee on the World’s Fair meeting be continued, and 
be given full authority in the development of a program for this meeting. 

Professor Emerson P. Schmidt, of the University of Minnesota, requested the 
privilege of reprinting the addresses of the presidents of the Association in a volume 
to contain a brief history of the Association by Dr. Ely and the pictures and a brief 
biographical note concerning each of the presidents. 

Voted: That it is the opinion of the Executive Committee that the proposed 
volume would be more appropriate as an official publication of the Association, 
and therefore the Committee hesitates to give its sanction for the reprinting of these 
addresses. 

Voted: That, because of his long, continuous membership, Professor J. William 
sora (Union College, Schenectady, New York) be granted a complimentary met- 

ership. 

Voted: That the Social Science Abstracts be granted not to exceed a half page of 
advertising in each issue of the Review. 

Professor H. G. Shields, president of the National Education Association, t 
quested the appointment of a joint committee to consider the advisability of i 
creasing the amount of instruction in economics in the secondary schools. 

Voted: That the Executive Committee express to Professor Shields its sympathy 
with his proposal, but owing to the difficulty of the problem it was thought wise ths 
a more definite proposal should be presented before action is taken. 
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Voted: That the dates of the next annual meeting be December 28, 29, and 30. 

Voted: That the President and the Secretary be authorized to appoint a committee 
on local arrangements. 

After an informal discussion of the program for the next annual meeting, the 
Committee adjourned. 


(2) Minutes of the second meeting of the 1982 Executive Committee: 


The second meeting of the Executive Committee of the American Economic 
Association for the year 1982 was held in the Netherland Plaza Hotel, Cincinnati, 
Ohio, December 28, 1982, at 5:00 p.st. There were present: President Barnett, presiding, 
and Messrs. Anderson, Bogart, Deibler, Dewey, Hammond, Ise, Mitchell, and Willits. 

Voted: That the American Economic Association reaffirm its original approval 
of the work of Congress in providing for the preparation of an Index and Digest 
of State Legislation and express its continued faith in the usefulness of this work. 

Voted: That the President, Vice-Presidents, and other proper officers be au- 
thorized to file such papers as are required by the State Bank and Trust Company, 
of Evanston, Illinois, the bank of deposit for the funds of the Association, and 
to provide for the proper drawing of checks against the funds of the Association. 

Voted: That the appropriation of $150 for the expenses of the Committee on 
Permanent Headquarters, that was authorized by the Executive Committee by a vote 
by mail, be approved. 

“ Voted: That the problems arising from the unsettled condition of foreign ex- 
change as they affect dues and subscriptions be left for the determination of the 
Secretary. 

Professor Copeland presented a resolution requesting a change in the election 
procedure. After informal discussion it was agreed that Professor Copeland should 
present the resolution to the business meeting of the Association on December 30, 
1932. 

Professor J. F. Ebersole made an extended statement on the work of the Joint 
Committee on Statistics of Income. After a discussion of the report, the Executive 
Committee expressed the opinion that further consideration should be given to the 
accounting features of the proposals as well as to ways and means of securing the 
co-operation of the officers of the United States Treasury Department, and that the 
Committee should be continued for this purpose. The Executive Committee requested 
Professor Ebersole to prepare an appropriate report and resolution embodying the 
results of the work of the Joint Committee, including the suggestions made by the 
Executive Committee, to be presented to the business meeting of the Association on 
December 30, 1932. Adjourned. 


(3) Minutes of the third meeting of the 1982 Executive Committee: 


The third meeting of the Executive Committee of the American Economic Associa- 
tion was held in the Netherland Plaza Hotel, Cincinnati, Ohio, December 29, 1932, at 
5:00 p.m. There were present: President Barnett, presiding, and Messrs. Anderson, 
Bogart, Deibler, Dewey, Hammond, Ise, and Mitchell. 

Voted: That the report and recommendations of the Committee on Research be 
approved. (See p, 195) 

- Voted: That the handbook be printed as a supplement to the June issue of the 

Voted: That Mr. John E. Walker be reappointed as counsel of the Association for 
the year 1933. 

Voted: That Messrs. C. H. Crennan, George B. Roberts, and F. S. Deibler be re- 
appointed as the Finance Committee. 

Voted: That Leo Wolman be reappointed as a representative on the Joint Census 
Advisory Board. 

Dr. H. G. Moulton submitted the following report for the special committee on 
program for a special meeting to be held in June, 1933, in connection with the Century 
of Progress in Chicago: 

I submit herewith a report for the Committee appointed to consider holding a 
special meeting of the American Economic Association, in conjunction with other 
associations, in connection with the World’s Fair. The Committee was in favor of the 
plan, provided it could have the support of the Social Science Research Council. The 


r+ gave the matter consideration at its meeting in September and reports as 
10LLOWS; 
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“The Council has taken definite action abandoning the World Congress of Soci, 
Scientists at the Fair which has been under consideration for some time. It was fe; 
that there are so many uncertainties in the situation at the Fair that we are stil] j, 
no position to do anything about a Congress; that even though those uncertaintie 
had been cleared up, the time is very short in which to prepare effectively.” 

In the light of this action on the part of the Council, I would recommend thy 
the project be given up. 

The Secretary reported his conversations with Professor Irving Fisher who had just 
come from a session of Section K of the American Association for the Advancement of 
Science. It was reported that Professor Fisher was strongly in favor of the proposy| 
that the American Economic Association hold a session in connection with the Fair. 
After due deliberation, the following vote prevailed. 

Voted: That the report of the Committee be approved. 

Voted: That the Secretary be requested to communicate with Professor J. Russel 
Smith and explain the policy of the American Economic Association in connection 
with proposals such as those contained in his letter of December 19, 1932. 

Professor Stuart Rice submitted the following resolution, with the statement that a 
similar resolution was being submitted to the American Statistical Association, the 
American Sociological Society, and the American Political Science Association; 

Wuenreas, Unusual population movements have occurred since the Census of 193) 
between city and country and within cities; therefore, be it 

Resolved, By the American Economic Association assembled in its annual meeting 
at Cincinnati, Ohio, December 28-30, 1932, that in its opinion a population censu; 
of the United States should be taken, intermediate between the decennial enumers- 
tions of 1930 and 1940; that this population census should be synchronized with the 
next quinquennial census of agriculture; and that this resolution should be brought 
by the Association to the attention of the President of the United States, the Sec- 
retary of Commerce, the Director of the Census, and members of the Congress 
of the United States; and that the officers of the Association be instructed, in co- 
operation with other interested organizations, to take all steps available to them to 
promote the objects herein set forth. 

Voted: That in view of the present financial conditions of the country and the 
pressure on Congress to economize, it was thought inadvisable to make requests for 
additional appropriations at this time. 

Dr. Meredith Givens presented the following resolution: 

Wuereas, The social scientists are directly interested in the scientific work of 
the several departments of government; therefore, be it 

Resolved, That this Association authorize the appointment of two representatives 
on an interassociation committee of the social sciences to explore this whole subject 
with a view to making social scientists more effective in this area, and 

Resolved, That the American Economic Association join with the American Polit- 
ical Science Association, the American Statistical Association, and the American 
Sociological Society in appointing representatives to such a committee, and 

Resolved, That the committee thus formed shall be authorized to take action in 
any specific cases which may call for immediate attention. 

Voted: That the representatives of the American Economic Association on the 
Joint Census Advisory Committee be authorized to represent this Association, and 
that they be instructed to exercise their judgment in co-operating with representatives 
of the other associations in endorsing personnel for scientific appointments in gov- 
ernment service, 


Adjourned. 


Minutes of a special meeting of the 19382 Executive Committee: 


A special meeting of the Executive Committee of the American Economic Associa- 
tion was held in the Netherland Plaza Hotel, Cincinnati, Ohio, December 30, 1982, at 
12:00 um. There were present: President Barnett, presiding, and Messrs. Anderson, Bo- 
gart, Deibler, and Dewey. 

It was reported to the Executive Committee that the newly-elect President and the 
two Vice-Presidents were out of the country. The Secretary was instructed to verify 
this report. The attention of the Secretary was then called to the constitutional 
provision (Article IV, Section 1 of the By-laws) which under the reported circum- 
stances, if verified, would require him to assume the duties of the President. 

Adjourned. 
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The office of the Secretary has carried on the regular business of the 
Association during the current year. 

The Proceedings of the annual meeting of 1981 were edited and published 
as a supplement to the March, 1982, issue of the Review. 

President Barnett made the following appointments during the year: 


NoMINATING COMMITTEE: 
E. W. Kemmerer, Chairman 
J. M. Crark 
M. A. CopeLanp 
I. Lipprncorr 
M. H. Rosrxson 
H. R. Tospau 
AUDITORS: 
E. L. Konter anp Company 
ComMiITTEE ON Locan ARRANGEMENTS: 
F. H. Biren, Chairman 
Jousr ComMMITTEE ON or INCOME: 
C. Epstein 
Murray Hate 
J. F. Exsersore 
REPRESENTATIVE OF THE ASSOCIATION AT GeTrysBuRG COLLEGE CENTENARY: 
R. S. 
Meetinc or AcApEMY OF SocIAL AND PoLiTicaAL SCIENCE: 
L. L. Lorwin 
R. G. 
S. H. 
De.ecaTe TO Home Economics AssocraTIon: 
H. Jonnson 
REPRESENTATIVE AT THE OPENING OF THE LIBRARY OF THE UNIVERSITY OF DENVER: 
Joun D. Crarx 
REPRESENTATIVE AT CONFERENCE OF UNIVERSITIES AT New York UNIveErsITY: 
E. R. A. SevicMan 


In accordance with a resolution of the Executive Committee (Vol. XX, 
Sup. 1, p. 184), the President and Secretary have approved the use of the 
addressograph list of the Association by: 


Frank D. Graham, for notification of his book on The Abolition of Unemployment. 
New York Central Railroad Company, for circularizing members about train serv- 
ice to annual meeting. 


The Association has continued its co-operation with the Pollak Founda- 
tion, the Adelphi Company, and the Royal Economic Society, by which 
members of the Association may secure publications of these companies or 
associations at reduced rates. This service to the membership has been effected 
without cost to the Association. 

The following table shows the present status of the membership and the 
changes that have occurred during the year ending December 15, 1932, the 
date of closing the books of the Association: 


Total members and subscribers in December, 1931 8781 


Annual members in December, 1931 2626 
Members removed in 1932: 
Resigned 
Lack of address 
Non-payment of dues 
Died 
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Members added in 1931 


Total annual members in December, 1932 ...........ccccccccccs 


Life members in December, 19% 
Removed in 1932 


Total life members in December, 1932 


Honorary members in December, 1931 
Removed in 1932 


Added in 1932 
Total honorary members in December, 


Total members in December, 1932 
Subscribers in December, 1931 
Removed in 1932 


Added in 1932 


Net loss .... 


The net loss for the year was 154. The prolonged depression is responsible 


for this decline, as the correspondence has shown that many members and 
libraries as well have had to suspend their affiliation with the Association 
on account of a lack of funds. 

The number of resignations of members and removals for non-payment 
of dues, together with discontinuances of subscribers, were larger than last 
year and account for nearly half of this loss. In addition the number of 
new members and subscribers was less than received last year. The Secretary 
takes this opportunity to express his appreciation for the co-operation re- 
ceived from members in nominating persons for membership, and earnestly 
appeals for added help in maintaining the membership during the coming 
year. 

We regretfully report that during the year the deaths of the following 
members have been reported, and that we have had to remove their names 
from the active membership list: 

Avarp L. BisHop Francis A. Harpy 
Rotanp W. Boyrven P. HueHes 
Harry J. Branpr Grorce P. MILLER 
Rozert W. De Fonresr Garpyer Reep 
Grorce Eastman RosENWwALD 
Evcene L. Fisx Mortmer L. Scuirr (Life Member) 
Hvucn McKay F.iercuer Frep Manvitte TAYLor 
FraNKuN H. Gipprnes W. W. Unpberwoop 
Cartes (Honorary Member) H. Watters (Life Member) 
Jamrs F. 
Respectfully submitted, 
F. S. Derpuer, Secretary 
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REPORT OF THE TREASURER OF THE AMERICAN 
ECONOMIC ASSOCIATION FOR THE YEAR 
ENDING DECEMBER 165, 1932 


The members of the Association are referred to the report of the Auditor 

for a statement of the financial condition of the Association at the date 
of the audit. The current assets and liabilities are shown in Exhibit I. The 
income and expenditures for the year appear in Exhibit II. The total assets 
of the Association now amount to $47,498.00. This figure carries the invest- 
ments at cost, which is $7,894.78 above their present market value, which 
represents a decline of $1,067.74 during the year. It does not include the 
stock of unsold copies of the past publications of the Association, which 
have been charged as an expenditure against past income. The Association 
derives a considerable income yearly from this source. During the last five 
years this income has amounted to $3,754.58, or an average of $750.00 per 
vear. 
’ The total receipts, including dues, interest, advertising, sales, and miscel- 
laneous items amounted to $21,288.84, or $1,078.27 less than for the year 
1931. The net income from dues was lower by $782.09, and publication in- 
come by $375.08 than for the previous year. These two items alone account 
for the decline in yearly income. Economies in publication costs were suffi- 
cient to offset the loss in income and enabled the Association to close the 
year with a net addition to surplus of $1,656.11. 

The administrative and operating expenses were higher than for the year 
1931, which is accounted for by the Executive Committee expense. This item 
fluctuates from year to year because of the traveling expense of Committee 
members in attendance at the spring meeting of the Committee. 

The investments of the Association have been given the most careful 
scrutiny, and while their present market value is below their cost, they 
are, in the opinion of your Finance Committee, invested in securities of high 
grade concerns, 

It will be necessary, during the coming year, for the Association to main- 
tain its income from dues and subscriptions and to effect further economies 
in its expenses to show a favorable report at the close of the year 1933. 
With due care in these two directions the present activities of the Associa- 
tion can be maintained within the yearly income of the Association. 


Respectfully submitted, 
F. S. Treasurer 
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REPORT OF THE AUDITOR 


December 22, 1939 
Executive Commit 
American Economi ssociation, Inc., 
Evanston, Illinois. 


Dear Sirs: 


We have completed the annual audit of the books and records of th 
American Economic Association, Inc., for the year from December 12, 193}, 
to December 15, 1932, and present the following exhibits together with oy: 
report thereon: 


Exhibit Number 
Balance sheet—December 15, 1982 


Statement of income and expense—Year ending December 15, 
19382 ... 


Results from Operations 


The year ending December 15, 1982, yielded a net income of $1,656.11, 
an increase of $41.49 over the previous year, as shown by the following 
condensed comparison of the operating results of the two periods: 


Year ending Increase 

December December or 
Particu 12, 19381 15, 1932 decrease 

Income from— 

Sere $12,753.51 $ 782.09 
Interest on investments and bank balances .. 2,211.49 2,151.20 60.29 
Loss on securities sold 821.85 
“Economic Essays” 137.06 
Other sources 2.18 


Total incon $15,058.84 $ 981.5) 
Expenses and costs 
Administrative and 5,587.67 $5,957.43 $ 369.16 
Publication costs 14,852.97 13,675.30 1,177.87 
Publication incom 6,615.08 6,230.00 385.08 


Total expense $13,825.56 $13,402.73 422.83 
Net income ’ $ 1,614.62 $ 1,656.11 $ 4149 


A decrease of 154 in the membership roll was sustained during the year 
1932; in 1981 there was a decrease of 78 members. 


The principal increase in administrative and other operating expense was 
caused by the Executive Committee expense of $525.94, which was $169.58 
in excess of the 1931 expenditure, and the expense of the Income Statistics 
Committee of $200.82, which was $50.82 in excess of the appropriation made 
therefore by the Executive Committee. 


The following summary presents a comparison of the publication income 
and expenses for 1931 and 1932 and the budget for 1932 submitted by the 
managing editor: 


f 

I 


356.11, 
lowing 


ncrease 
or 
lecrease 


782.09 
60.29 
821.85 


e year 


was 
169.58 
tistics 
made 


ncome 
yy the 


Report of the Auditor 


Year 
Particulars 1931 1932 
I }come-—— 
"Subscriptions other than from members ... $ 5,182.45 $ 5,017.31 
Sales of copies 749.06 608.54 
Advertising 733.57 604.15 
Total income $ 6,615.08 $ 6,230.00 
Expenses— 
Printing $ 5,189.41 $ 5,400.00 
Editor’s honorarium J 2,500.00 
Contributions . 1,451.00 
Proceedings 1,819.75 
Handbook 
Other costs 2,742.80 2,715.14 
Total expenses $14,852.97 $13,675.30 $12,000.00 


Net expenses $ 8,237.89 $ 7,445.30 


The above budget was based on a printing of 4,300 copies, and was main- 
tained until December when it was decreased by 200 copies. The total pages 
for the year were 828. During 1931 4,400 copies of each issue were printed 
and the total pages were 836. 

No handbook was published during 1932; 4,200 copies of the Proceedings, 
constituting 816 pages, however, were published at a cost of $1,819.75; 
the 4,300 copies of the 1931 Proceedings, containing 808 pages, cost 
$1,919.18. 

Balance Sheet—December 15, 1932 


Cash in checking and savings accounts was reconciled with a certificate 
received from the State Bank and Trust Company, Evanston, Illinois. 

The investment securities, with the exception of $2,000.00 of certificates 
of deposit which we examined, were in the custody of the State Bank and 
Trust Company, who furnished us with a certified list thereof. At Decem- 
ber 12, 1931, the finance committee made a detailed report of the securities 
owned; the only change in the holdings thereafter was the purchase of the 
certificates of deposit. 

The membership extension fund was decreased during the year 1932 by 
$143.61, which was spent for printing, postage, and salaries. 

Two life memberships of $100.00 each were transferred to unappropriated 
surplus on account of the death of members. 


Changes in Financial Condition 


The changes in the financial condition of the Association during the year 
1932 are contained in the following condensed comparison of the balance 
sheets at December 12, 1931, and December 15, 1932: 

Increase 

December December or 

Assets 12, 1931 15, 1932 decrease 

Cash in bank $ 3,863.61 $ 3,404.30 $ 459.31 
Investments, at cost 41,134.48 2,000.00 
Receivables, net 951.95 61.80 
Inventories, at cost 1,593.62 18.10 
Furniture, fixtures, ete., at cost 1,141.84 1.85 
Reserve for depreciation 728.19 91.85 


Total assets $47,498.00 $1,371.79 
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Liabilities and Net Worth 
Accounts payable ; 
Unearned income 2,272.49 $ 2,270.73 
Membership extension fund + 4,667.73 4,524.12 
Life memberships . 5,550.00 5,350.00 
Surplus— 
Balance—December 12, 1931 ...... : 83,497.04 
Net income for the jy 
December 15, 1932 1,656.11 
Transfer from life 1 
surplus—1932 200.00 200.00 
Total liabilities a1 $47,498.00 $1,871.79 


We appreciate the courtesies extended to us during the course of the audit, 


Very truly yours, 


E. L. anp Company 
Certified Public Accountants 


* 
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EXHIBIT I 


AMERICAN ECONOMIC ASSOCIATION, INCORPORATED 


Batance SHeet, December 15, 1932 


Assets 
Ccrrent AsseTs AND INVESTMENTS: 
Cash in State Bank and Trust Company, 
Evanston, Illinois 
Investments, at cost 
Receivables— 
Review advertising 
Interest accrued on investments 
Membership dues 
Publication sales 
Subscriptions 


Total receivables 
Less—Reserve for doubtful accounts .... 


Inventories, at cost— 
“Economic Essays” $ 1,219.20 
Cover stock 134.62 
Stamped envelopes 239.80 


$ 3,404.30 
41,134.48 


1,593.62 $47,084.35 


Fornircre, Fixtures aND BounpD 
Periopicats, at cost 
Less—Reserve for depreciation 


Total assets 


Liabilities and Net Worth 
Current LIABILITIES: 
Unearned income— 
Membership dues 
Subscriptions 


Mempersoip Extension Funp 
Ner WorrH: 
Life memberships 
Surplus unappropriated— 
Balance—December 12, 1931 
Net income—Year ending December 15, 
1932 (Exhibit IT) 1,656.11 
Transfer from life memberships 200.00 


$ 1,141.84 
728.19 413.65 


$47,498.00 


$ 292.50 
1,978.23 $ 2,270.78 


4,524.12 
$ 5,350.00 


35,353.15 40,703.15 


Total liabilities and net worth 


$47,498.00 
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EXHIBIT II 
AMERICAN ECONOMIC ASSOCIATION, INCORPORATED 


STATEMENT OF INCOME AND EXPENSE 
Year Enpine Decemser 15, 1932 


Particular Amount 
Income From Dves: 
Regular members (less $365.00 defaulted 
dues unpaid at December 15, 1932) $12,371.01 
Subscribing and contributing members 382.50 $12,753,5) 


OrHerR INCOME: 
Income from investn 
Interest earned o1 
Bonds .. , $ 2,014.36 
Certificates 


$ 2,123.10 
Less—Custod s fe 39.50 


Interest earned o1 ings and checking accounts 
Royalties on “E¢ 
Profit on sale of “Econon ’ 

Miscellaneous incom: 2,305.33 


$15,058.54 


Secretary’s salary jon $ 1,000.00 
Office salaries . 2,963.34 
Postage .... 326.19 
Stationery and print 118.15 
Office supplies . 30.25 
Telephone and teleg: 66.48 
Insurance ... 78.10 
Depreciation . 91.35 
Annual meeting 374.72 
Executive Committee expens 525.94 
Income Statistics ittec yense 200.82 
American Council of Learned Societie: 65.00 
Auditing .... 50.00 
Other expenses kms 72.09 $ 5,957.43 
IBLICATION EXPENSES 

Printing $ 5,189.41 
Editor’s honorariu 2,500.00 
Editor’s traveling expens¢ 47.46 
Editorial expenses and supplies pies 2,638.67 
Contributions .. . 1,451.00 
Proceedings .. 1,819.75 
Sundry publication ex pidnesa@RaDS 29.01 


Total publication expenses . $13,675.30 
Publication inco1 
Subscriptions o 
from member: 5,017.31 
Sales of copies 608.54 
Advertising . .» 604.15 6,230.00 7,445.30 


Total expens¢ 13,402.73 


Net income for year ( vit I) $ 1,656.11 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1932 


The cost of the Review during 1982 was $11,780.36, as compared with 
$11,982.29 for 1931. There will be a small additional amount for postage 
on the excerpts and reprints for the December number, the charge for which 
had not come from the printer when the books of the treasurer had to be 
closed. The total expenditure is slightly less than the budget estimate made 
a year ago, namely, $12,000.00. 

The number of copies printed averaged 4,250 per issue, as compared with 
4400 in 1931. The number of pages in the volume just completed is also 
somewhat less—792, as compared with 814. 

The expenses during 1932 by principal items were as follows: 

Printing (paper, reprints, postage, etc.) $ 5,143.23" 
Editorial 2,500.00 
Clerical 

Supplies 

Contributors 


$11,780.36 


On the basis of printing 4,100 copies the following budget for 1933 is 
submitted : 
Printing (paper, reprints, postage, etc.) 
Kditorial 
Clerical 
Supplies 
Contributors 


$12,000.00 


The following persons have served as editors during the past year: Pro- 
fessors F. B. Garver and N. S. B. Gras, whose terms expire this year; Dr. 
L. C. Gray and Professor M. W. Watkins, whose terms expire in 1933; and 
Professors F. A. Bradford and P. T. Homan, whose terms expire in 1984. 
During the year 218 persons have co-operated in writing leading articles, 
communications, reviews and notes. 

On September 18 the Social Science Research Council voted to discontinue 
Social Science Abstracts with the end of Volume IV for 1932. The editors 
of the Review, therefore, have under consideration the question of resuming 
abstracts in our Review. It appears, however, impracticable to reach an im- 
mediate decision until after the meeting of the board of directors of Social 
Science Abstracts, which will be held January 5. Suggestions have been made 
for continuation of the abstracts by a commercial firm. If a satisfactory ar- 
rangement can be made, it would seem inadvisable for the Review to under- 
take this service. If the abstracting, however, be resumed by the Review, 
the editors believe that a different plan should be adopted from that in use 
from 1911 to 1928. 


‘The Editor’s report is based on the calendar year. The Treasurer’s and the Audi- 
ors reports are on the fiscal year December 12, 1931, to December 15, 1932. 
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Another question which is under discussion by the board of editors ig the 
publication of the thesis list as a separate supplement. This list encroache, 
upon the space available for articles and reviews; and it is believed by some 
that this could be more serviceable if printed as a separate pamphlet in the 
same way as is the list of members. 


Leading 
articles | 


1920 
1921 
1922 
1923 
1924 
1925 
1926 
1927 
1928 
1929 
1930 
1931 
1932 


395 
331 
293 
298 
339 
325 
270 
262 
335 
315 
348 
369 
351 


| Re 


iew 5s 


Respectfully submitted, 
Davis R. Dewey, Managing Editor 
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* Figures for 1911-19 may b 
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EXPENDITURES 


Payments to 
contributors 


Clerical 


Supplies 


64.5 
1,110.2: 
1,133. 
1,128. 
1,013.7: 
1,190. 
1,328. 
1,447.7 
1,454.7: 
1,451. 


$1,595.64 
1,472.50 
1,370.00 
1,650.09 
1,464.01 
1,757.32 
1,589.86 
1,806.50 
1,956.50 
2,004.50 
2,253.00 
2,300.00 
2,300.00 


$307.20 
319.97 
314.77 
437 .86 
305 .32 
406.36 
323.43 
297 .25 
375 .37 
261.72 
347.80 
327.60 
386.13 


11,935.22 
11, 982,29 
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$6,656.31 | $1,122.75 $11,181.90 
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REPORT OF THE FINANCE COMMITTEE 


There have been no changes in the investment list during the year ending 
December 15, 1932. Notice has been received that Sinclair Crude Oil Pur- 
chasing Company 10 year, Series “A” 514’s, due 1938, have been called for 
payment at 10114 on January 16, 1933. 

The total investment list of the Association, carried at cost or market, 
shichever is lower, now amounts to $30,684.70. The market value of the 
\ist on December 21 was $7,894.78 below cost, a decline of only 2.7 per cent 
juring the year. The investments of the Association have been formally 
reviewed quarterly by your Committee, and have in fact been investigated 
much more frequently than this. The annual interest return from this list 
now amounts to $2,014.37. 

Your Committee has regarded the portfolio of the Association as an in- 
vestment account. It has followed the policy of watching for stability of 
earnings of the issuing companies, and their ability to meet the principal 
account at its maturity. During one of the most prolonged and serious de- 


pressions in the history of our country, the Committee is glad to report that 


there has been no default to date of either interest or principal. 
The list, at market or cost, whichever is lower, stands as follows: 


$1,000 Alabama Power Co. Ist Mtge. Lien and Ref. 5’s, due 1956 

2000 Bell Telephone Company of Pa. Ist and Ref. 5’s, due 1948 

1.000 By-Products Coke Corp. Ist Mtge. 51/’s, due 1945 

1,000 Chicago, Rock Island & Pacific Equip. Tr. Series “P” 41/,’s, due 1936 
1,000 City of Cleveland Water Works 41/.’s, due 1938 

1,000 City of New York Corp. Stock Water 4’s, due 1980 

2,000 Commonwealth Edison Co. 4’s, due 1981 

1,000 Crown Willamette Paper Co. Ist S.F. 6’s, due 1951 

1,000 Detroit Edison Co. Gen. and Ref. Series “D” 41/,’s, due 1961 

1,000 Erie Railroad Co. Ref. and Imp. 5’s, due 1975 

2,000 Great Northern Railway Co. Gen. Mtge. 7’s, due 1936 

2,000 Illinois Bell Telephone Co. Ist and Ref. “A” 5’s, due 1956 

2,000 Illinois Central Railroad Co. Ist and Ref. “A” 5’s, due 1963 

1,000 Louisville Gas and Elec. Co. Ist and Ref. 5’s, due 1952 

1,000 National Dairy Products Corp. 514’s Debentures, due 19418 

1,000 North American Edison Co, Deb. Series “C” 5’s, due 1969 .......... 
6,000 Northern Pacific Railway Co. Ref. and Imp. 6’s, due 2047 

1,000 Ohio Power Co. Ist and Ref. “D” 41/’s, due 1956 

2,000 Pacifie Gas and Electric Co. Ist and Ref. 51/,’s, due 1952 

2000 Pacific Mills, Ltd. Ist Serial 6’s, due 1935 

1,000 Pennsylvania Railroad Co. Deb. 41/,’s, due 1970 . 
1,000 Sinclair Crude Oil Purchasing Co. 10-yr Series “A” 51/,’s, due 1938 .. 1,010.00 
1,000 Southern Ill. and Mo. Bridge Co. 4’s, due 1951 

1,000 Southern Pacific Railway 50-Yr 41,’s, due 1981 

1,000 United Biscuit Co. 6’s, due 1942 

1,500 United States of America Treasury 31%’s, due 1949 

2,000 United States of America 4th Liberty Loan 41/’s, due 1938 


Respectfully submitted, 
C. H. Crennan, Chairman 
Georce B. Roserts 
F. S. 
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REPORT OF THE REPRESENTATIVES OF THE ASSOCIATION 
ON THE SOCIAL SCIENCE RESEARCH COUNCIL 


Your representatives on the Social Science Research Council submit this 
brief report. Its brevity is explained in part by the fact that during the 
past year the Council has devoted its attention more to watching and 
appraising its work under way than to initiating new ventures. This is ex. 
plained by the stage its projects have been in, not by lack of promising 
new things it might undertake. 

Three facts of interest to the general membership of our Association may 
be mentioned. (1) The Council and its work have been satisfactorily =. 
financed for a new period. This means that donors have regarded the work 
done and in prospect as worth while. (2) After many discussions and 
survey of the use made of Social Science Abstracts, the Council at its Sep- 
tember conference voted to discontinue this publication with the present yol- 
ume (and index). It should be said that this action contains no reflection 
upon the work done by those connected with the Abstracts. That work has 
been well done. The Abstracts, however, failed to be inclusive enough to 
satisfy those with a highly specialized and bibliographical interest, or to be 
long enough to satisfy those who do not have access to the abstracted article 
or cannot read it in the language in which printed. Investigation showed that 
only a limited number of social scientists have made much use of the Ab- 
stracts. In view of this fact and in view of the seeming impossibility of de- 
vising at this time a superior service, the Council felt itself unable to assume 
responsibility for requesting a new grant to continue this publication. (3) A 
committee has made an extended study of recruitment and fellowships in the 
social sciences and presented a provisional report, the distribution of which 
awaits the results of further investigation. The Council feels that there is 
serious need for fellowships for really promising persons immediately upon 
graduation from college. Certainly in past years many promising young per- 
sons have been unable to enter upon graduate work with the object in view 
of becoming trained social scientists. The Council now proposes to experi- 
ment with such fellowships in limited number, while continuing its fellow- 
ships at the post-doctoral level. The Council feels, also, that there is a dearth 
of fellowships of the type that leaves the holder free to select his place of 
study and to move from one institution to another as the best program may 
require. 

Respectfully submitted, 
Max HanpMaNn 
H. A. Mituis 
A. B. 
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REPORT ON THE ORGANIZATION AND ACTIVITIES OF THE 
JOINT COMMITTEE ON STATISTICS OF INCOME 


Early in the year the three interested associations appointed a delegate 
to the Joint Committee on the Statistics of Income as follows: the American 
Association of University Instructors in Accounting, Professor James L. 
Dohr (Columbia), Professor Howard C. Greer (Chicago), and Professor 
William A. Paton (Michigan); the American Economic Association, Pro- 
fessor J. Franklin Ebersole (Harvard), Professor Ralph C. Epstein (Buffa- 
lo), and Professor Robert Murray Haig (Columbia); and the American 
Statistical Association, Professor William L. Crum (Harvard), Professor 
Willford I. King (New York University), and Dr. Simon S. Kuznets (Na- 
tional Bureau of Economic Research). 

The Joint Committee met in New York on June 1, 1982, elected Dr. King 
its chairman, adopted certain general principles to guide its study of the 
problem assigned to it, discussed at some length certain of the more sig- 
nificant specific criticisms and suggestions relating to the federal income 
tax statistics, and established a subcommittee empowered to consider the 
mass of suggestions submitted. This subcommittee (Ebersole, Epstein, Kuz- 
nets, and the chairman) met immediately in New York, and prepared a pre- 
liminary summary and report as a basis for further consideration, by cor- 
respondence and otherwise. 

During the summer, consideration of this preliminary summary, and of 
various specific suggestions which were submitted by or on behalf of the 
different members of the Joint Committee, proceeded by mail. The members 
of the subcommittee (to which, by consent, Crum had been added) exam- 
ined in detail the various proposals, and exchanged communications concern- 
ing the major points of interest. The preliminary summary, with subsequent 
notations and addenda, was thus made ready for consideration at the No- 
vember meeting of the Joint Committee. The Joint Committee held a sec- 
ond meeting in New York on November 18, adopted the preliminary sum- 
mary as the basis of discussion, and after amending this summary extensively 
and in detail, adopted the recommendations presented below—a draft of which 
was ordered made by Crum, from elaborate minutes submitted to him by 
the chairman. 

Early in our work, it appeared desirable to adopt certain general aims 
to guide our investigation and to insure the organization of our program 
of changes along lines which could be defended in the event of their sub- 
mission to government officials for action. These general aims can be sum- 
marized briefly as follows: 

The Bureau of Internal Revenue now collects and publishes certain data 
on the annual flow of incomes, corporation incomes and expenditures, and 
balance sheet items. The existing information can be used to build an annual 
picture of the flow of purchasing power to individuals (above a certain 
income range), and of changes in the business activity and financial struc- 
ture of most American corporations. But the existing tabulations omit many 
possible classifications and combinations of the data, which would be as 
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important as, or perhaps more important than, the present tabulations as a 
means of throwing light upon fundamental economic processes. We are fully 
aware that the primary purpose of the income tax return is to facilitate 
administration of the tax, and we are not in favor of overloading the tax 
blank with questions which are important only to economists and statisticians, 
But we do believe it is important to secure information, the proper study 
of which will enable legislative bodies and all interested citizens to under- 
stand and appraise the income tax from the point of view of its impact 
upon the total flow of income in the nation. The wisdom of future tax policy 
will depend considerably upon the degree of our knowledge of the basic 
facts which presumably will be brought to light by some of the proposed 
changes. The sweep of governmental interest in economic and business mat- 
ters is now so wide that the information is likely to be revealed by every 
item of the proposed changes and will be of large usefulness in guiding legis- 
lative policies. In fact very few changes are being recommended in the 
tax blank. This is partly because the bulk of the information which now 
seems desirable to be added to that already published can readily be com- 
piled from the returns as they are now filed, and partly to avoid at this 
time recommendations which would entail extensive administrative acts and 
adjustments. Only the most pressing changes which involve alterations in 
the tax blank are suggested at this time. 

It seemed wise to work out the specific recommendations in great detail; 
and, although it has been necessary to present many of them to the associa- 
tions only in such form as makes evident the principle involved, it is as- 
sumed that great care will be exercised to complete the detail and render 
each recommendation tangible and definite before its final submission to 
Washington authorities. In order to pave the way for this part of the work, 
the recommendations have been developed with reference to the tax blank 
now in use, and with reference to Statistics of Income as now published 
(1929 edition). 

The Committee has constantly in mind the necessity of setting up its rec- 
ommendations with due regard for the dictates of governmental economy. 
Fortunately, it has been able to make many recommendations looking to the 
elimination of work now being done; and it is quite likely that the final 
set of detailed recommendations to which this report may lead will secure 
a net reduction in the size of Statistics of Income and in the work and cost 
of preparing it, except in certain years when supplementary surveys are 
made. 

In reference to this last point, it should be noted that certain of the present 
and proposed tabulations are such that there is no need of having them 
every year. It is accordingly being recommended that many tabulations be 
made only at intervals of three to five years, and it is believed that this 
practice would bring a large saving in labor and cost, without greatly im- 
pairing the significance and usefulness of the data. 

A technical device which would save an important amount of space in 
the publications and cost in their preparation is the adoption of larger units 
for stating the results in many tables; the use of hundreds or thousands 
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here dollars are now used in numerous cases, and the use of millions 
vhere thousands are now used, would secure important economies without 
reducing the usefulnes of the data. The aim to have the various tables 
“check” to the nearest dollar is of such slight importance in tabulations of 
this kind that the extra cost involved cannot possibly be justified. 

With these general aims and considerations in view, the Committee has 
sought to make a series of recommendations which would result in obtaining 
, clear picture of changes in individual and corporate incomes in the United 
States, the distribution of such income by industrial and occupational groups, 
the changes in the financial position of the corporations of the country, and 
the impact of the income tax upon various economic groups without burden- 
ing unduly the taxpayer in making out his return or the Bureau of Internal 
Revenue in compiling and publishing the information based upon the re- 
turns. It is believed that the recommendations that are now being proposed 
will involve only slight changes in the tax blank, and might result—except 
once in three to five years—in an actual] reduction in the size and cost of 
Statistics of Income. No close estimate on this last point can be made until 
the recommendations are worked out in greater detail. 

The Joint Committee makes the following recommendations to each of 
the three associations represented: 

1, That the Association approve in principle the specific recommendations 
listed below. 

2. That the Association authorize the appointment of a delegation to a 
new Joint Committee, having power to: (a) fill in technical details of pres- 
ent recommendations; (b) establish and maintain contact, presumably 
through an agent, with federal officers, with a view to securing their co- 
operation in obtaining adoption of the proposed changes; (c) continue the 
investigations of the present Joint Committee, in order to work out further 
recommendations as needed. 

3. That the Association authorize the Joint Committee to select such 
an agent as implied under 2(b) above, and provide a moderate appropriation 
for salary and traveling expenses of such an agent, or empower the Joint 
Committee to seek such an appropriation on the Association’s behalf from 
other sources. 

Respectfully submitted, 
J. F. Esersore 
Ratpu C. Epstein 
Murray Haire 
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REPORT OF THE JOINT CENSUS ADVISORY COMMITTER 


The Advisory Committee on the Census held one meeting in 1982. At this 
meeting the following resolutions were adopted: 


208. Resolved, That it is the sense of the Advisory Committee that the material 
giving a complete description of the Census of 1930, methods followed, scope, etc., shal] 
not be printed as a publication of the Census Bureau but that copies shall be kept 


on file for the guidance of the Director at future enumerations. 
209. Resolved, That it is the sense of the Advisory Committee that the decennia] 


census of wealth, public debt, and taxation should be proceeded with by the Census 
Bureau. 

210. Resolved, That it is the sense of the Advisory Committee that the Director 
of the Census should px d with the regular decennial census of institutions cover. 
ing the same classes as were included in the last decennial enumeration. 

211. Resolved, That Dr. Paul E. Cherington serve as a committee of one to review 
the manuscript of one or two of these special bulletins on distribution, and make such 


recommendations reg changes or additions as seem to him desirable, 
212. Resolved, That the Committee approves the arrangements whereby the vol- 


umes under each main subject covered by the census are published as a separate 
series or set of volumes independently numbered so that there is one set of volumes 
on population, another on agriculture, etc., instead of numbering all the volumes con- 
secutively as in previous censuses; that it also approves using the octavo size for 


those volumes for which the tabular matter can be conveniently presented in that 
format, even though most of the volumes will be of quarto size. 

213. Resolved, That it is the sense of the Advisory Committee that it approves 
the proposed plans for the distribution of the final volumes as outlined by Dr. Hill. 

214. Resolved, That it is the sense of the Advisory Committee that if possible the 
maps used for geographical divisions at the last census should be preserved and suit- 
able filing cases secured for their safe storage. 

215. Resolved, That it is the sense of the Advisory Committee that it strongly 
supports the Director in having family cards preserved and stored for the time being. 

216. Resolved, That it is the sense of the Advisory Committee that there should be 
an Abstract compiled and printed for the Fifteenth Census as such. 

217. Resolved, That it is the sense of the Advisory Committee that the motion in 
regard to the index be tabled and that Professor Chaddock and Professor King 
be appointed as a su ttee on the census index and instructed to report to the 
committee at a later d 


Respectfully submitted, 


E. E. Day, Chairman 
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REPORT OF COMMITTEE ON RESEARCH 


The Committee on Research that was authorized by the Executive Com- 
mittee at the Washington meeting (Proceedings, March, 1932, p. 280) met 
in Washington on May 15, 1982, at the offices of the American Council of 
Learned Societies. There were present: Max S. Handman, chairman, and 
Professors George E. Barnett and F. S. Deibler. In addition there were pres- 
ent Dr. Meredith B. Givens, representing the Social Science Research Coun- 
cil, and Dr. Mortimer Graves, representing the American Council of Learned 
Societies. 

The problem for consideration was the advisability of the appointment of 
a standing committee on research by the American Economic Association. 

The practices of a number of other learned societies were examined as well 
as the report of the informal committee of the American Economic Asso- 
ciation that was made at the last meeting of the Association (Proceedings, 
295). 

Your Committee discussed very fully the whole question of the encour- 
agement and stimulation of research and while we fully realize that the 
scope of such a Committee is naturally limited because research is so much 
a matter of the individual scholar, yet we feel that there are occasions when 
such a standing committee can serve a very definite and useful purpose. This 
is particularly true in problems where the united efforts of the Association 
‘co-operating with similar efforts of other associations) is needed in order 
to accomplish a scientific purpose in view. We therefore voted to make the 
following recommendations to the Executive Committee: 

1. That the Executive Committee of the American Economic Association 
appoint a standing committee on research to consist of three members. 

2. That the activities of the committee proceed along such lines as the 
following: 

a) To aid in co-operation with other scientific associations in the devel- 
opment of modes of collecting statistical and other information by 
governmental agencies. The Committee discussed in particular detail 
the problem of the collection of the fundamental statistical data so 
necessary to an adequate understanding of economic processes. It 
felt that the enormous activities connected with the collection of quan- 
titative information by national, state, and municipal government 
should be re-evaluated by a group of competent scholars and some 
concerted effort be made to establish the basis for the collection of 
this materia] on the fundamental problems which are inherent in the 
discipline using statistical data, in so far as such re-evaluation does 
not run counter to the fundamental governmental purposes for which 
these collections are primarily made. If with a slight shift of emphasis, 
and perhaps a slight additional expense or no additional expense 
the material collected can be made to serve more adequate scientific 
as well as governmental purposes, the American Economic Associa- 
tion, along with similar scientific bodies, is entitled to put forth every 
effort in order to accomplish this aim. The Committee on Research 
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refers this problem to the Association, suggesting that a committee 
be set up to consider the national aspect, while to regional commit. 
tees, discussed below, shall be entrusted the state and municipal] as- 
pects of this problem. 

b) To aid in securing the co-operation of various governmental agencies 
in making available for scholars unpublished statistical data and 
other collections of information of scientific interest. 

c) To foster and as far as possible to promote research in regional prob- 
lems by regional bodies. This aspect of the problem was felt to be 
particularly important in the light of the uneven development both 
in research personnel and research facilities over the country. The 
Association can do a good deal in stimulating research interest in 
regional problems by giving these problems some share of attention 
on the annual program. Furthermore with some slight financial as- 
sistance small organizations could be set up in various states or na- 
tional regions which shall act as regional clearing bodies for projects 
and suggestions bearing either on regional research problems or on 
regional research needs. 

d) To endeavor to secure co-operation in monographic studies along com- 
parable lines on such topics as state and municipal finance and other 
subjects of common interest. It was thought that some useful co- 
ordination might be also accomplished in this direction in connection 
with doctoral dissertations. 

8. That the committee on research serve as a liaison body between the 
American Economic Association and other scientific organizations in con- N 


sidering research proposals. It may, on its own initiative, or upon the re- - 
quest of a member or members of the Association, or of another association, 
develop projects for investigation and research. All projects shall be pre- 
sented to the Executive Committee for approval and for the appointment of a 


an appropriate committee for the conduct of the work. 

4. It is further recommended that the committee on research be author- 4. 
ized to co-operate with the American Research Library Association in de- 
veloping plans for the preservation of significant regional materials of sci- 
entific interest and for making available at convenient centers throughout 
the country public documents of especial interest to social scientists. 1. 


2. 
Respectfully submitted, 
Max S. Hanpman 
Grorce E, Barnett 5, 
F. S. Derier 6, 
1. 
2. 
3, 
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ECONOMIC STUDIES 
Price of the Economic Studies $2.50 per volume in paper. 


18 Volume I, 1896 
- Eighth Annual Meeting: Handbook and Report. Pp. 178. $ .50 


|, The Theory of Economic Progress, by J. B. Clark; The Relation of Changes 
" in the Volume of the Currency to Prosperity, by F. A. Walker. Pp. 
46. -50 


aad 9 The Adjustment of Wages to Efficiency. Three Papers: Gain Sharing, by 

H. R. Towne; The Premium Plan, by F. A. Halsey; A Piece-Rate System, 

by F. W. Taylor. Pp. 83. 50 
1.00 3, ** The Populist Movement. By Frank L. McVey. Pp. 81. 50 

‘ 4, The Present Monetary Situation. By W. Lexis; translated by John Cum- 

15 mings. Pp. 72. 50 
1.00 5-6. The Street Railway Problem in Cleveland. By W. R. Hopkins. Pp. 94. 15 
Volume II, 1897 

Ninth Annual Meeting: Handbook and Report. Pp. 162. 50 

|. Economics and Jurisprudence, By Henry C. Adams. Pp. 48. 50 

9 The Saloon Question in Chicago. By John E. George. Pp. 62. 50 

1.00 2, The General Property Tax in California. By C. C. Plehn. Pp. 88. -50 

15 4. Area and Population of the United States at the Eleventh Census. By W. F. 

1.00 Willcox. Pp. 60. 50 

15 5. A Discussion Concerning the Currencies of the British Plantations in Ameri- 

ca, etc. By William Douglass. Edited by C. J. Bullock. Pp. 228. 50 
§. Density and Distribution of Population in the United States at the Eleventh 

15 Census. By W. F. Willcox. Pp. 79. 50 
2.00 Volume III, 1898 
1.00 Tenth Annual Meeting: Handbook and Report. Pp. 136. 50 

18 1. Government by Injunction. By William H. Dunbar. Pp. 44. 50 

2, Economie Aspects of Railroad Receiverships. By H. H. Swain. Pp. 118. 50 
3. The Ohio Tax Inquisitor Law. By T. N. Carner. Pp. 50. .50 
4. The American Federation of Labor. By Morton A. Aldrich. Pp. 54. 50 

5 5. Housing of the Working People in Yonkers. By E. L. Bogart. Pp. 82. 50 
1.00 6. The State Purchase of Railways in Switzerland. By Horace Michelie; trans- 
oa lated by John Cummings. Pp. 72. -50 
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Eleventh Annual Meeting: Handbook and Report. Pp. 126. 50 
50 1. I. Economies and Politics. By A. T. Hadley. II. Report on Currency Reform. 
P III. Report on the Twelfth Census. Pp. 70. 50 
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THIRD SERIES 9 Pa 

Nore—During 1896-1899 the Association issued its publication in two series, viz, 

the bimonthly Economic Studies, and the “New Series” of larger monographs prints 

at irregular intervals. In 1900 it reverted to the policy of issuing its monographs, ass 
called the “Third Series” of the publications at quarterly intervals. oy, 
Price per volume $4.00. 4 Fa 

Volume I, 1900 
1. Twelfth Annual Meeting: Papers on Economic Theory and Political Morality; 

Trusts; Railroad Problems; Public Finance; Consumers’ League; 1. Eig 


Twelfth Census. Pp. 186. $1.00 


2. The End of Villeinage in England. By T. W. Page. Pp. 99. 1.00 
8. Essays in Colonial Finance. By Members of the Association. Pp. 8038. 1.50 
4. Currency and Banking in the Province of Massachusetts Bay. By A. McF. 2 Ra 
Davis. Part 1: Currency. Pp. 464 +. 19 photogravure plates. 1.75 .o 
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2. **The Negro in Africa and America. By Joseph A. Tillinghast. Pp. 240. 1.25 
8. Taxation in New Hampshire. By M. H. Robinson. Pp. 232. 1.25 
4. **Rent in Modern Economic Theory. By Alvin S. Johnson. Pp. 186. a Hi 
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part II—Papers and Discussions on Government Interference with Indus- 
trial Combinations; Regulation of Railway Rates; Taxation of Rail- 
ways; Preferential Tariffs and Reciprocity; Inclosure Movement; Eco- 
nomic History of the United States. Pp. 270. $1.00 

**The History and Theory of Shipping Subsidies. By R. Meeker. Pp. 230. 1.00 

Factory Legislation in the State of New York. By F. R. Fairchild. Pp. 218. 1.00 


Volume VII, 1906 


_ Eighteenth Annual Meeting: Papers and Discussions on The Love of Wealth 


and the Public Service; Theory of Distribution; Government Regulation 
of Railway Rates; Municipal Ownership; Labor Disputes; The Eco- 


nomic Future of the Negro. Pp. 825. 1.00 
Railroad Rate Control. By H. S. Smalley. Pp. 147. 1.00 
. On Collective Phenomena and the Scientific Value of Statistical Data. By 
E. G. F. Gryzanovski. Pp. 48. .15 
Handbook of the Association, 1906. Pp. 48. 25 
The Taxation of the Gross Receipts of Railways in Wisconsin. By G. E. 
Snider. Pp. 138. 1.00 


Volume VIII, 1907 


Nineteenth Annual Meeting: Papers and Discussions on Modern Standards 
of Business Honor; Wages as Determined by Arbitration; Commercial 
Education; Money and Banking; Western Civilization and Birth Rate; 
Economie History; Government Regulation of Insurance; Trusts and 


Tariff; Child Labor. Pp. 268. 1.00 
Historical Sketch of the Finances and Financial Policy of Massachusetts from 

1780 to 1905. By C. J. Bullock. Pp. 144. 1.00 
Handbook of the Association, 1907. Pp. 50. 25 
The Labor Legislation of Connecticut. By Alba M. Edwards. Pp. 822. 1.00 
The Growth of Large Fortunes. By G. P. Watkins. Pp. 170. 1.00 


Volume IX, 1908 
Handbook of the Association, 1908. Pp. 49. 25 
Twentieth Annual Meeting: Papers and Discussions on Principles of Govern- 
ment Control of Business; Are Savings Income; Agricultural Economics; 
Money and Banking; Agreements in Political Economy; Labor Legis- 
lation; Relation of the Federal Treasury to the Money Market; Public 
Service Commissions. Pp. 811. 1.25 
Chicago Traction. By R. E. Heilman. Pp. 181. 1.00 
Factory Legislation of Rhode Island. By J. K. Towles. Pp. 119. 1.00 


. **Progressive Taxation in Theory and Practice. Revised Edition. By E. R. A. 


Seligman. Pp. 334. 1.25 


Volume X, 1909 
Twenty-first Annual Meeting: Papers and Discussions on The Making of 
Economic Literature; Collective Bargaining; Round Table on Account- 
ing; Labor Legislation; Employers’ Liability; Canadian Industrial-Dis- 
putes Act; Modern Industry and Family Life; Agricultural Economics; 
Transportation; Revision of the Tariff; A Central Bank; The National 
Monetary Commission; Capitalization of Public Service Corporations in 


Massachusetts. Pp. 482. 1.50 
. Handbook of the Association, 1909. Pp. 59. 25 
- “The Printers. By George E. Barnett. Pp. 879. 1.50 
. Life Insurance Reform in New York. By W. H. Price. Pp. 95. 75 


Volume XI, 1910 
Twenty-second Annual Meeting: Papers and Discussions on History of the 
Association; Observation in Economics; Economic Dynamics; Theory 
of Wages; Country Life; Valuation of Public Service Corporations; 


Trusts; Taxation. Pp. 886. 1.50 
**Handbook of the Association, 1910. Pp. 79. 25 
The Child Labor Policy of New Jersey. By A. S. Field. Pp. 229. 1.25 


The American Silk Industry and the Tariff. By F. R. Mason. Pp. 178. 1.00 
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THE ECONOMIC BULLETIN 


Published quarterly in 1908, 1909, and 1910, and containing personal notes, news 
of the economic world, announcements of special lines of investigation, and a classi. 
fied and annotated bibliography of the current books and articles on economic sy). 
jects. 

Taine I, 1908. Four numbers. $2.00; each % 
Volume II, 1909. Four numbers. $2.00; each 60 
Volume III, 1910. Four numbers. $2.00; each 60 


FOURTH SERIES 


Subscriptions by non-members, libraries, etc., $5.00 a year. 


Volume I, 1911 


The American Economic Review, **March, June, September, and December; 
each, $1.00 
Twenty-third Annual Meeting: Papers and Discussions on the Significance of 
a Comprehensive System of Education; Money and Prices; The Ricardo 
Centenary; Accounting; Canals and Railways; Population and Immi- 
gration; Labor Legislation; Taxation; A Definition of Socialism; Com- 
petition in the Fur Trade. Pp. 388. 1.50 
**Handbook of the Association, 1911. 25 


Volume II, 1912 
The American Economic Review, March, June, September, and December; 
each, 1.00 

Supplement.—Twenty-fourth Annual Meeting: 

Papers and Proceedings. The Economic Utilization of History; Tariff 

Legislation; The Federal Budget; Rural Conditions; Selection of Popu- 

lation by Migration; The Price Concept; An International Commission 

on the Cost of Living; Industrial Efficiency. Pp. 146. 1.25 


Volume III, 1918 


The American Economic Review, March, June, **September, and **December; 
each 1.25 


Supplement.—Twenty-fifth Annual Meeting: 
Papers and Proceedings. Population or Prosperity; The Rising Cost of 
Living—Standardizing the Dollar; Banking Reform; Theories of Distri- 
bution; Farm Management; Governmental Price Regulation. Pp. 155. 1.25 
Supplement.—Handbook of the Association, 1918. 50 


Volume IV, 1914 
The American Economic Review, March, June, September, and December; 
each, 1.25 

Supplement.—Twenty-sixth Annual Meeting: 

Papers and Proceedings. The Increasing Governmental Control of Eco- 

nomic Life; The Control of Public Utilities; Railroad Rate Making; 

Syndicalism; Trust Decisions and Business. Pp. 211. 1.25 
Supplement.—Handbook of the Association, 1914. 7 


Volume V, 1915 
The American Economic Review, March, June, September, and **December; 
each, 1.25 
Supplement.—Twenty-seventh Annual Meeting: 
Papers and Proceedings. Economics and the Law; Regulation of the 
Stock Exchanges; Market Distribution; Statistical Work of the United 
States Government; Relation of Education to Industrial Efficiency; The 
Effect of Income and Inheritance Taxes on the Distribution of Wealth; 
Public Regulation of Wages. 
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Volume VI, 1916 


The American Economic Review, **March, **June, September, and **December; 
each, $1.25 
**Supplement.—Twenty-eighth Annual Meeting: 
Papers and Proceedings. The Apportionment of Representatives; Effect 
of the War on Foreign Trade; Budget Making and the Increased Cost 
of Government; Economic Costs of War; Economic Theorizing and 
Scientific Progress; The Role of Money in Economic Theory; Price 
Maintenance; Investment of Foreign Capital. Pp. 248. 
Supplement.—Handbook of the Association, 1916. 


Volume VII, 1917 


The American Economic Review, March, June, September, and December; . 
each, 

Supplement.—Twenty-ninth Annual Meeting: 
Papers and Proceedings. The National Point of View in Economics; 
Landed Property; Two Dimensions of Economic Productivity; Some 
Social Surveys in Iowa; The Land Problem and Rural Welfare; The 
Federal Farm Loan Act; Statistics of the Concentration of Wealth; 
Gold Supply at the Close of the War; Loans and Taxes in War Finance; 
Problems of Population after the War; Some Phases of the Minimum 
Wage. Pp. 275. 

Supplement.—Index to the Publications, 1886-1910. 


Volume VIII, 1918 


The American Economic Review, March, June, September, and **December; 
each, 

Supplement.—Thirtieth Annual Meeting: 
Papers and Proceedings. Economic Reconstruction; Federal Taxes upon 
Income and Excess Profits; Land Utilization and Colonization; Federal 
Valuation of Railroads; Co-ordination of Employment Bureaus; Control 
of the Acquisition of Wealth; Motives in Economic Life; Price-Fixing; 
Problems of Governmental Efficiency ; Economic Alliances and Tariff Ad- 
justments. Pp. 817. 


Volume IX, 1919 


The American Economic Review, **March, June, September, and December; 
each, 
**Supplement.—Thirty-first Annual Meeting: 
Papers and Proceedings. Economists in Public Service; Interest on In- 
vestment a Manufacturing Cost Factor; Control of Marketing Methods 
and Costs; War and the Supply of Capital; War and the Rate of In- 
terest; Index of the Cost of Living; Securing the Initiative of the Work- 
man; A Legal Dismissal Wage; After-War Gold Policies; Foreign Ex- 
change; Stabilizing the Dollar; Tenancy of Landed Property; Price- 
Fixing; Economic Theory in an Era of Readjustment; Psychology and 
Economics; The Open Door and Colonial Policy; Reports of Commit- 
tees on Foreign Trade and Purchasing Power of Money. Pp. 368. 
**Supplement No. 2.—Report of the Committee on War Finance. Pp. 142. 
Supplement No. 3.—-Handbook of the Association, 1919. 


Volume X, 1920 


The American Economic Review, **March, June, September, and December; 
each, 1.25 
**Supplement.—Thirty-second Annual Meeting: 
Papers and Proceedings. Excess Profits Taxation; Germany’s Repara- 
tion Payments; International Supervision over Foreign Investments; 
Results of a Balanced Industrial System; Employee’s Representation in 
Management of Industry; Prices and reconstruction; Banking Policy and 
Prices; Large-Scale Marketing; Reports of Committees on Foreign 
Trade, Co-ordination in Taxation, Census Advisory Committee. Pp. 278. 1.25 
Supplement No. 2.—Taxation of Excess Profits in Great Britain. Pp. 244. 2.50 
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Volume XI, 1921 
The American Economic Review, March, June, September, and December; 


Supplement.—Thirty-third Annual Meeting: 
Papers and Proceedings. The Railroad Situation; Our Foreign Trade 
Balance; Problems of the Bituminous Coal Industry; Traditional Eco. 
nomic Theory; Non-Euclidean Economics; Federal Taxation of Profits 
and Income; Teaching of Elementary Economics. Pp. 194. - 195 

Supplement No, 2.—Karelsen Prize Essays, on What Can a Man Afford? Pp, 
118. 1.00 

Volume XII, 1922 


The American Economic Review, March, June, September, and December; 


each, 1.25 
Supplement.—Thirty-fourth Annual Meeting: 
Papers and Proceedings. Business Cycles; American Trade Unionism; 
The Railroads; Workmen’s Compensation; Federation in Central 
America; Teaching of Elementary Economics; The Chain Store Grocer; 
Economics and Ethics. Pp, 194. 1.25 
Supplement No. 2.—Handbook of the Association, 1922. 1.50 


Volume XIII, 1923 
The American Economic Review, March, June, September, and December; 


each, 1.25 
Supplement.—Thirty-fifth Annual Meeting: 
Papers and Proceedings. Trend of Prices; Trend of Rate of Interest 
and Investment; Outlook for Wages and Employment; Overhead Costs; 
Commercial Rent and Profits; Labor Turnover; Factors in Wage De- 
terminations; Income of Farmers; Large-Scale Production and Mer- 
chandising; Marketing Farm Products; Bureaus of Business Research. 
Pp. 293. 1.25 
Volume XIV, 1924 
The American Economic Review, **March, **June, September, and December; 
each, 1.25 
Supplement.—Thirty-sixth Annual Meeting: 
Papers and Proceedings. International Trade and Commercial Policy; 
Railroad Consolidation; Economic Theory; Transportation; American 
Foreign Trade; Marketing. Pp. 192. 1.25 
Supplement No, 2.—Handbook of the Association, 1924. 1.50 


Volume XV, 1925 


The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Thirty-seventh Annual Meeting: 
Papers and Proceedings. The Economics of Advertising; Problems of 
Economic Theory; Transportation; Marketing; Giant Power; The Teach- 
ing of Business and Economics; Business Administration; Monetary 
Stabilization; Foreign Service Training; Highway Economics; Psycho- 


logical Problems of Industry. Pp. 165. 1.25 
**Supplement No. 2.—Babson Prize Essay, on Forecasting the Price of Hogs. 
Pp. 22. 1.00 


Volume XVI, 1926 


The American Economic Review, March, June, September, and December; ch 18s 
ea 

Supplement.—Thirty-eighth Annual Meeting: 
Papers and Proceedings. Movement of Real Wages; Teaching of Eco- 
nomics; Consuming Power of Labor and Business Fluctuations; Eco- 
nomic Problems involved in the Payment of International Debts; Eco- 
nomics and Geography; Agriculture in our National Policy; Tariff 
Making; Trade Associations; Theory of Wages; Reducing the Costs of 
Marketing; Topics in Economic History; Railway Problems; Land 
Economics; Federal Reserve Policies. Pp. 858. 1.25 

Supplement No. 2.—Handbook of the Association, 1926. 1.50 
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Volume XVII, 1927 


The American Economic Review, March, June, September, and December; 
25 each, $1.25 
**Supplement.—Thirty-ninth Annual Meeting: 
Papers and Proceedings. Economics of Prohibition; Economic History ; 
Use of the Quantitative Method in the Study of Economic Theory; 
Present Day Corporation Problems; American Practices Analagous to 


25 Foreign Controls over Raw Materials; Marketing; Interest Theory and 
Price Movements; Problem of Effective Public Utility Regulation; Im- 
.00 migration Restriction—Economic Results and Prospects; Family Bud- 
gets; Motor Transportation in the United States. Pp. 218. 1.25 
Supplement No. 2.—Report of the Dinner in Honor of Professor John Bates 
25 Clark. Pp. 18. 50 


Volume XVIII, 1928 


The American Economic Review, March, June, September, and December; 
each, 1.25 
125 Supplement.—Fortieth Annual Meeting: 
1.50 Papers and Proceedings. Land Economics; Marketing; Present Status 
and Future Prospects of Quantitative Economics; Post-War Fluctua- 
tions of Commodity Prices; Relationship between Departments of Eco- 
nomics and Collegiate Schools of Business; Economic History; Simpli- 
fication of the Federal Income Tax; Economic Significance of the In- 

135 creased Efficiency of American Industry; An Approach to the Law of 
Production and Its Relation to the Welfare of the Wage-Earner; 
Meaning of Valuation; Railroad Valuation with Special Reference to 
the O’Fallon Decision; Interest Rates as Factors in the Business Cycle; 
Should the Debt Settlements be Revised; An Examination of the Rea- 
sons for Revision of the Debt Settlements. Pp. 305. 1.25 

Supplement No. 2.—Handbook of the Association, 1928. 2.00 


Volume XIX, 1929 


The American Economie Review, March, June, September, and December; 
1.25 each, 1.25 
Supplement.—Forty-first Annual Meeting: 
Papers and Proceedings. Market Shifts, Price Movements, and Em- 
ployment; Some Observations on Unemployment Insurance; Market- 
1.25 ing; Land Economics; Law and Economics; Price Stabilization; London 
1.50 and the Trade Cycle; Federal Reserve Policy and Brokers’ Loans; 
Central Planning of Production in Soviet Russia; International Differ- 
ences in the Labor Movement; Tariff Making in the United States; 
Economic History; Locality Distribution of Industries; Regulation of 
1.25 Electric Light and Power Utilities; An Inductive Study of Publicly 
Owned and Operated vs. Privately Owned but Regulated Public Util- 
ities; Regulation of the Common Carrier; Commercial Motor Vehicle 


and the Public. Pp. 284. 1.25 
Volume XX, 1930 
1.25 The American Economic Review, March, June, September, and December; 
each, 1.25 
1.00 Supplement.—Forty-second Annual Meeting: 


Papers and Proceedings. Economic History, Public Works Plan and 
Unemployment; Theory of Economic Dynamics as Related to Indus- 

1.95 trial Instability; Chief Economic Problems of Mexico; Reparations 
Settlement and the International Flow of Capital; Federal Reserve 
Board—Its Problems and Policy; Economic and Social Consequences 
of Mechanization in Agriculture and Industry. Pp. 214. 1.25 


Volume XXI, 1931 
The American Economic Review, March, June, September, and December; 
each, 1.25 
195 Supplement.—Forty-third Annual Meeting: 
1.50 Papers and Proceedings. Decline of Laissez Faire; Small Loan Busi- 
ness; Social and Economic Aspects of Chain Stores; Russian Economic 
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Situation; Trustification and Economic Theory; Persistence of the Mer- 
ger Movement; Program of the Federal Farm Board; Social Implications 
of Restriction of Agricultural Output; Land Economics and Real Estate; 
Institutionalism—What It Is and What It Hopes to Become; An Ap- 
proach to World Economics; International Industrial Relations—Migra- 
tion of Enterprise and Policies Affecting It; World-Wide Depression of 
1930; Present Depression—A Tentative Diagnosis; Power and Propa- 
ganda; Failure of Electric Light and Power Regulation and Some Pro- 
posed Remedies. Pp. 302. $1.25 
Supplement No. 2.—Handbook of the Association, 1931. 2.00 


Volume XXII, 19382 
The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Forty-fourth Annual Meeting: 
Papers and Proceedings. Private Enterprise in Economic History; Shorter 
Working Time and Unemployment; Quantitative Economics; Theory 
of Technological Progress and the Dislocation of Employment; Measure- 
ment of Productivity Changes and the Displacement of Labor; Stabiliza- 
tion of Business and Employment; Principle of Planning and the Institu- 
tion of Laissez Faire; Institutional Economics; Elasticity of Demand as 
a Useful Marketing Concept; Investments of Life Insurance Companies; 
Real Estate in the Business Cycle; Investments and National Policy of 
the United States in Latin America; Recent Changes in the Character 
of Bank Liabilities and the Problem of Bank Reserves; Bank Failures 
in the United States; Transportation by Rail and Otherwise; Our Chang- 
ing Transportation System. Pp. 806. 1.95 


Volume XXIII, 1933 
The American Economic Review, March, June, September, and December; 
each, 1.25 
Supplement.—Forty-fifth Annual Meeting: 
Papers and Proceedings. Rise of Monopoly in the United States; 
Record of Insurance in the Depression; Some Theoretical Aspects of 
Unemployment Reserves; The Economics of Unemployment Relief; 
American Economic Thought; Formation of Capital: Measurement and 
Relation to Economic Instability; Size of Business Unit as a Factor 
in Efficiency of Marketing; Reserve Bank Policy and Economic Plan- 
ning; Federal Reserve Policy in World Monetary Chaos; Tariff Re- 


form: The Case Bargaining; Speculation in Suburban Lands; Real 
Estate Speculation and the Depression. Pp. 206. 1.25 
The American Economic Association, founded, among other purposes, for “the 
encouragement of economic research” and “the encouragement of perfect freedom of 
economic discussion,” has over three thousand members, including public and profes- 


sional men and most of the leading students of political economy in America. Men- 
bership dues are five dollars a year. Each member receives all current reports and 
publications of the Association 


Address all orders for publications, applications for membership, and inquiries 
to the 


SECRETARY OF THE AMERICAN ECONOMIC ASSOCIATION 


\ 


Northwestern University, Evanston, Illinois 
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